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INTRODUCTION 


This tutor question bank is designed for use by Kaplan colleges and external colleges who have 
adopted Kaplan Publishing's study material for this assessment. 

We respectfully draw your attention to the copyright page of this publication and would remind you 
that you should take every reasonable care to observe the restrictions placed on you and your 
students' use of this material. 

This bank contains additional activities graded into two types: 

• some are designed to help students struggling with a topic (support questions), and 

• others are designed to challenge the more able student (advanced questions). 

The contents page lists the topics which this question bank covers. 

These topics broadly correspond with the order of the topics in the text book. 
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CHAPTER 1 

DOUBLE ENTRY BOOKKEEPING 

1 ACCOUNTING EQUATION 

State the 'accounting equation' and explain the meaning of each of the terms used in the 
equation. 
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QUESTIONS 


2 VERA 

Vera started in business selling terracotta garden pots and in her first month of trading entered 
into the following transactions: 

(i) Paid £13,000 of redundancy payment into a business bank account 

(ii) Purchased goods for cash of £2,000 

(iii) Paid rent of £500 for premises 

(iv) Purchased goods on credit for £3,000 

(v) Purchased fixtures and fittings for the shop for £800 by cheque 

(vi) Made cash sales of £600 

(vii) Paid for advertising by cheque for £40 
(viii) Made sales on credit for £6,000 

(ix) Paid £1,800 to the payable for the goods purchased 

(x) Received £4,000 from credit customers 

(xi) Withdrew £400 for her own living expenses 

Write up these transactions in Vera's ledger accounts and balance the ledger accounts. 
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3 DONALD 


Given below is a list of balances for Donald's business at 31 March 20X1. 

£ Dr Cr 


Capital at 1 April 20X0 

127,379 

Freehold factory at cost 

430,000 

Machinery at cost 

151,000 

Inventory at 1 April 20X0 

45,000 

Drawings 

31,300 

Discounts received 

6,430 

Discounts allowed 

7,920 

Sales 

381,600 

Bank charges 

473 

Purchases 

198,200 

Receivables 

18,720 

Bank loan 

280,000 

Payables 

94,680 

Purchases returns 

7,560 

Advertising 

3,420 

Administration expenses 

42,480 

Sundry expenses 

55,150 

Sales returns 

12,600 

Cash in hand 

250 

Bank overdraft 

98,864 


SPL orSFP 


Task 

(a) Draw up the trial balance as at 31 March 20X1. 

(b) For each balance state whether it would appear in the Statement of profit or loss or the 
Statement of financial position. 
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4 ALISTAIR 

Alistair started up in business by paying £25,000 into a business bank account. During the first 
month of trading he entered into the following transactions: 

(i) Purchased a motor van by cheque for £13,400 

(ii) Paid rent of £840 by cheque 

(iii) Purchased goods for resale on credit for £3,400 

(iv) Paid rates by cheque of £120 

(v) Made sales for cash of £2,800 

(vi) Purchased goods for resale for cash for £800 

(vii) Made sales on credit for £3,100 

(viii) Returned £300 of goods purchased on credit 

(ix) Paid wages in cash of £260 

(x) Made sales on credit for £2,300 

(xi) Purchased goods for resale on credit for £1,800 

(xii) Received £2,900 from receivables after they had deducted £200 of cash discount 
(xiii) Credit customers returned goods with a sales value of £100 

(xiv) Paid £3,250 to payables after deducting a cash discount of £150 

(xv) Purchased fixtures and fittings for £1,000 by cheque 

(xvi) Withdrew £500 in cash for personal expenses 
(xvii) Made sales for cash of £750 

(xviii) Paid insurance of £320 by cheque 
Task 

(a) Write up each of these transactions in Alistair's ledger accounts. 

(b) Balance each of the ledger accounts. 

(c) Prepare a trial balance at the end of the month. 
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CHAPTER 2 

ACCOUNTING FOR VAT AND PAYROLL 

5 HARRY 

Harry is a VAT (sales tax) registered trader and all of his sales and purchases are standard rated 
for VAT (sales tax) purposes. He has entered into the following transactions: 

(i) sales for cash of £2,200 plus VAT 

(ii) purchases on credit for £1,800 including VAT 

(iii) sales on credit for £3,840 including VAT 

(iv) purchases for cash for £1,400 plus VAT 

Write up the ledger accounts to reflect these transactions and balance off the VAT account. 
What does the balance on the VAT (sales tax) account represent? 
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6 AB LTD 

AB Ltd sells goods that are standard-rated for VAT (sales tax) at 20%. How much VAT will be 
charged on the following transactions? 

(a) Sale of goods for £2,000 (before VAT). 

(b) Sale of goods for £456.78 (before VAT). 

(c) Sale of goods for £4,800 (inclusive of VAT). 

(d) Sale of goods for £1,000 (before VAT). 
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7 PYRAMID 

Pyramid pays its employees monthly. A summary of payroll transactions is shown below: 


Item 

£ 

Gross wages 

35,000 

Employers' Nl 

3,000 

Employees' Nl 

3,100 

Income tax 

7,500 

Pension Contributions 

1,000 


Record the journal entries needed in the general ledger to: 

(i) Record the wages expense 

(ii) Record the HM Revenue and Customs liability 

(iii) Record the net wages paid to the employees 

(iv) Record the Pension Liability 
0 ) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










(ii) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










(iii) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










(iv) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










Picklist for each: Bank, Employees Nl, Employers Nl, HM Revenue and Customs, Income 
tax, Net wages, Pension, Trade Union, Wages control, Wages expense 
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8 TOWER 

Tower pays its employees monthly. A summary of payroll transactions is shown below: 


Item 

£ 

Gross wages 

60,000 

Pension Contributions 

2,000 

Employees' Nl 

6,000 

Income tax 

15,000 

Employer's Nl 

7,000 


Record the journal entries needed in the general ledger to: 

(i) Record the wages expense 

(ii) Record the HM Revenue and Customs liability 

(iii) Record the net wages paid to the employees 

(iv) Record the Pension Liability 

0 ) _ 


Account name 

Amount 

£ 

Debit 

Credit 










(ii) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










(iii) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










(iv) 


Account name 

Amount 

£ 

Debit 

S 

Credit 

S 










Picklist for each: Bank, Employees Nl, Employers Nl, HMRC, Income tax, Net wages, 
Pension, Trade Union, Wages control, Wages expense 
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CHAPTER 3 

CAPITAL AND REVENUE EXPENDITURE 

9 CAPEX 

Determine whether each of the following transactions would be capital expenditure or revenue 
expenditure and give brief reasons for your answer. 

(i) Cost of annual repairs to building. 

(ii) A large company purchasing an office calculator for £12.00. 

(iii) The replacement of the engine in a machine which will extend the machine's life by four 
years. 
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QUESTIONS 


10 CAR 

Given below is an extract from an invoice for the purchase of a new car: 


£ 

List price 16,400 

Road fund licence 155 

Petrol 40 

Insurance 200 


16,795 

VAT on cost of car 3,280 


Total 20,075 


Write up the ledger accounts to reflect this purchase. 
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CHAPTER 4 
DEPRECIATION 

11 DEPRECIATION 

What is depreciation? 
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QUESTIONS 


12 BOB 

A non-current asset was purchased by Bob on 1 January 20X1 for £48,000. It has an estimated 
useful economic life of six years and an estimated residual value of £8,500. 

What would be the depreciation charge for this asset for the year ending 31 December 20X3 
using: 

(a) straight line depreciation 

(b) diminishing (reducing) balance depreciation at 25% per annum? 
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13 SULLY 

Sully purchased a machine for £28,000 on 1 June 20X2 which has an estimated useful economic 
life of four years at the end of which it is estimated that it will have a residual value of £4,000. 
Depreciation is charged on a monthly basis using the straight line method. 

Write up the ledger accounts to reflect the purchase of the machine and the annual 
depreciation for the years ending 30 September 20X2, 20X3 and 20X4 and extracts from the 
Statement of Financial Position at each of those dates. 


14 


KAPLAN PUBLISHING 



QUESTIONS 


14 NEMO 

Nemo purchased a machine for £15,000 on 1 January 20X6. The purchase of the machine was 
paid for via bank transfer. The machine is to be depreciated based upon machine hours. The life 
of the machine is estimated to be 20,000 hours of production. The residual value after 20,000 
machine hours is expected to be £2,000. The total machine hours for year end 31 December 
20X6, 20X7 and 20X8 were: 

Year ended 31 December 20X6 2,700 machine hours 
Year ended 31 December 20X7 4,500 machine hours 
Year ended 31 December 20X8 5,300 machine hours 


Write up the ledger accounts to reflect the purchase of the machine and the annual 
depreciation for the years ending 31 December 20X6, 20X7 and 20X8. 
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CHAPTER 5 

DISPOSAL OF CAPITAL ASSETS 

15 MIKE 

Mike has fixtures and fittings which were originally purchased on 1 May 20X0 for £8,400. These 
fixtures and fittings were sold on 1 December 20X1 for £6,000 having been depreciated at 15% 
straight line. 

Task 

(a) What would be the carrying amount of the fixtures and fittings on the date of disposal if 
the depreciation is calculated on a monthly basis? 

£ 

(b) What would be the amount of profit or loss on disposal of the fixtures and fittings? 

(Circle the correct answer for gain or loss) 

Gain/Loss 

£ 
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QUESTIONS 


16 RANDALL 

Randall buys a car for £16,000 and expects it to have a useful life of five years. It depreciates the 
car at 40% diminishing (reducing) balance and sells it after three years for £3,000. 

Write up the disposal account clearly showing any gain or loss on disposal. 
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17 SPENCER 

Spencer purchased a car for £15,800 on 1 May 20X2. The car is depreciated on the straight line 
basis with an estimated useful life of four years and an estimated residual value of £3,800. On 
31 December 20X4 the car was taken in part exchange for a new car at a part exchange value of 
£5,000. The balance for the new car was settled with a cheque for £12,000. The new car has an 
estimated useful life of four years and an estimated residual value of £7,000. 

A full year's depreciation is charged in the year of purchase but no depreciation in the year of 
sale. 

Write up the following ledger accounts for the year ending 30 June 20X5: 

(i) car at cost account 

(ii) car - accumulated depreciation account 

(iii) disposal account. 
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CHAPTER 7 

FINANCIAL STATEMENTS AND ETHICAL PRINCIPLES 

18 ETHICAL PRINCIPLES 1 

Which of the following are fundamental ethical principles that you should apply in your 

professional work? 

(i) Behave with integrity and always be straightforward, honest, fair and truthful in all 
professional relationships. 

(ii) Strive for objectivity in all your professional and business judgements. 

(iii) Not accept or perform work that you are not competent to undertake unless you receive 
adequate advice and assistance to enable you to complete it competently. Carry out your 
professional work with all due skill, care, diligence and expedition while maintaining the 
professional standards expected of you. 

(iv) Always maintain confidentiality and not disclose information without proper authority or 
unless there is a legal or professional right or duty to disclose. 

(v) Always behave with courtesy and consideration in your professional relationships. 
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19 ETHICAL PRINCIPLES 2 

Members should refrain from undertaking or continuing any assignments for which they are not 
competent. 

State which fundamental ethical principle is being described here. 
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QUESTIONS 


20 SCENARIOS 

Consider the following scenarios and, for each of them, identify which fundamental ethical 
principle is involved and what should you do. 

Scenario A 

Whilst discussing money problems a friend outlines to you his 'get-rich-quick' scheme involving 
investments in an IT company that happens to be one of your firm's clients. 

You know that the company is in serious financial difficulties and is likely to fold. 

Scenario B 

At a family get together you get chatting to a cousin that you haven't seen for years and 
discover that she has a high-powered job as company secretary to one of your firm's clients. You 
tell your cousin that you may soon meet in a professional capacity. 

Later you worry about the position. 

Scenario C 

Working late one night you notice a fax coming in. On closer inspection it appears to have been 
sent to you in error. The fax, labelled 'Strictly Private & Confidential', relates to a competitor of 
one of your clients and contains information relating to a court case against that client. 

Scenario D 

The Chairman is trying to get fresh finance by misleading potential investors as to the prospects 
of the company. He wants you to sign some accounts that untruthfully exaggerate the financial 
health of the company. 
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21 GREGOR 

Gregor, an AAT member in practice, is currently acting for a husband and wife, who are 
currently undergoing a divorce. 

The husband has approached Gregor to get his help in 'hiding' some of his assets, in an attempt 
to minimise the amount his wife will receive in any divorce settlement. 

In addition, the wife has approached Gregor asking for detailed financial information regarding 
her husband's private assets with a view to maximising her settlement. 

Required: 

(a) Identify the fundamental principle Gregor would be in breach of by answering the 
husband's request. 

(b) Identify the fundamental principle Gregor would be in breach of by answering the wife's 
request. 

(c) Identify the correct course of action that Gregor should take. 
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QUESTIONS 


CHAPTER 8 

ACCOUNTING FOR INVENTORY 

22 SLEEP EASY 

The closing inventory figure for Sleep Easy of £98,400 as at 31 May 20X1 was valued on a FIFO 
basis. This has always been the policy of Sleep Easy. It was suggested that this inventory figure 
should now be recalculated on a LIFO basis. 

Task 

(a) The prices paid by Sleep Easy for goods have been gradually rising throughout the year. 
What impact would the suggested change in inventory valuation have had on the profit 
for the year ended 31 May 20X1? 

(Circle the correct answer) 

Increase / Decrease / No impact 

(b) The LIFO method of determining the purchase price of inventory is permitted by IAS 2. 
True or false? 
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23 ELROY 

Elroy has valued its inventory at 31 December 20X0 at £1,036,498. 

A detailed review has noted that some inventory is damaged. 

(a) Inventory line A27 originally cost £10 per unit and would normally sell for £15 per unit. 
100 items have become damp and will have to be sold for scrap for £80 in total. 

(b) Inventory line C12 is to be placed in a clearance sale. The inventory cost £2,000 originally 
and is to be repackaged at a cost of £400 before being sold for £1,600. 

Task 

Calculate the inventory value to be shown in the Statement of Financial Position. 
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24 COMPUTERS 

On 14 November 20X2 it was noted that a computer included in the closing inventory of a 
computer supplier at 31 October 20X2 was found to be damaged. The inventory valuation at 
31 October 20X2 was £38,450. 

The computer had cost £2,100. It would cost £350 to repair the computer, then it could be sold 
for £1,750. 

Task 

(a) Calculate the value of the computer that should be included in the closing inventory 
valuation. 

(b) Calculate the amended closing inventory valuation that should appear in the final 
accounts. 


KAPLAN PUBLISHING 


25 



AAT : ADVANCED BOOKKEEPING 


CHAPTER 9 

IRRECOVERABLE AND DOUBTFUL DEBTS 

25 SUSAN 

Susan has trade receivables at the year-end of £35,000. There is a brought forward allowance 
for doubtful debts of £4,300. Susan believes the allowance should be 10% of the year-end trade 
receivables figure. 

Draft the journal entry required to account for the new allowance. 
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QUESTIONS 


26 DD 

At 1 July 20X2 there was a balance on a business's allowance for doubtful debts account of 
£4,300. At 30 June 20X3 the business had receivables of £120,000 although £2,500 of these are 
to be written off as irrecoverable debts. There is to be a general allowance against doubtful 
debts of 4% at the year end. 

Draft the journal entry required to account for the irrecoverable debts and doubtful debt 
allowance. 
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27 SOLE TRADER 

Given below is an extract from a sole trader's trial balance at 31 March 20X4. 

£ £ 

Trade receivables 64,500 

Allowance for doubtful debts at 1 April 20X3 1,560 

At 31 March 20X4 it has been decided to write off a debt totalling £1,500 and to make an 
allowance of 2% for doubtful debts. 

Write up the receivables account, allowance for doubtful debts account, allowance for doubtful 
debts adjustment account and the irrecoverable debts expense account for the year ending 31 
March 20X4. 
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28 EMILY & CO 

Emily & Co has receivables at its year end of 30 April 20X2 of £90,400. Of these the owner of the 
business has decided to write off a debt for £2,100 as irrecoverable. He also wishes to make a 
specific allowance against a debt totalling £2,300 and to provide against 3% of the remaining 
receivables. At 30 April 20X1 the doubtful debt allowance stood at £4,000. 

You are to write up the allowance for doubtful debts account, the allowance for doubtful debts 
adjustment account and the irrecoverable debts expense account. Prepare an extract from the 
Statement of Financial Position to show how the receivables would appear. 
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CHAPTER 10 

CONTROL ACCOUNT RECONCILIATIONS 

29 KW ENTERPRISE 

Kelly Wainwright is the proprietor of KW Enterprise, a business that buys and sells carpets and 
other floor coverings. 

• The financial year end is 31 October 20X1. 

• You are employed by Kelly Wainwright to assist with the bookkeeping. 

• The business currently operates a manual system consisting of a general ledger, a sales 
ledger and a purchases ledger. 

• Double entry takes place in the general ledger. Individual accounts of receivables and 
payables are kept in memorandum accounts. 

• You use a purchases day book, a sales day book, a purchases returns day book and a sales 
returns day book. Totals from the various columns of the day books are transferred into 
the general ledger. 

Data 

On 31 October 20X1 the balances of the accounts in the purchases ledger were listed, totalled 
and compared with the updated balance in the purchases ledger control account. 

The list of balances totalled £33,770. After an investigation, the following errors were found in 
the list taken from the purchases ledger. 

(a) A payable account with a balance of £290 had been omitted from the list. 

(b) A credit purchase of £960 (inclusive of VAT (sales tax)) had been omitted from a payable's 
account. 

(c) Purchase returns of £80 (inclusive of VAT (sales tax)) had been omitted from a payable's 
account. 

(d) A payment to a payable of £500 had been credited to the payable's account. 

(e) A payable's balance of £780 had been entered in the list as £870. 

Task 

Enter the appropriate adjustments in the table below. For each adjustment show clearly the 
amount involved and whether the amount is to be added or subtracted. 

£ 

Total from purchases ledger list of balances 

Adjustment for (a) add / subtract _ 

Adjustment for (b) add / subtract _ 

Adjustment for (c) add / subtract _ 

Adjustment for (d) add / subtract _ 

Adjustment for (e) add / subtract _ 

Revised total to agree with purchases ledger control account _ 
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30 KELLY 

Write a brief memo to Kelly Wainwright. Your memo should include: 

• the purpose of the purchases ledger 

• whether the purchases ledger is part of the double entry accounting system 

• the purpose of the purchases ledger control account 

• whether the purchases ledger control account is part of the double entry accounting 
system 

• the reasons for doing a purchases ledger control account reconciliation. 

The date is the 1 June 20X2. 
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31 BISHOP 

Bishop maintains a sales ledger control account in the general ledger, and includes the balance 
on this account in its trial balance. It also maintains a memorandum individual subsidiary (sales) 
ledger. 

The following errors relating to receivables have been discovered. 

(a) A credit note for £90 had been entered as if it were an invoice. 

(b) Sales of £400 had been entered on the wrong side of a customer's account in the 
individual subsidiary (sales) ledger. 

(c) A prompt payment discount of £70 had been completely omitted from the records. 

(d) An invoice of £123 had been entered in the sales day book as £321. 

(e) No entry had been made to record an agreement to contra an amount owed to P of £600 

against an amount owed by P of £700. 

(f) Irrecoverable debts of £160 had been omitted from the individual subsidiary (sales) 
ledger accounts, but were otherwise correctly treated. 

Task 

Prepare journal entries to correct each of the errors described in (a) to (f) above. Accounts 
should be fully named, but narrative descriptions are not required. 
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CHAPTER 11 

BANK RECONCILIATIONS 

32 BANK REC (1) 

In reconciling a business' cash book with the bank statement, which of the following items could 
require a subsequent entry in the cash book? 

(1) Cheques presented after the date of the bank statement. 

(2) A cheque from a customer which was dishonoured. 

(3) An error by the bank. 

(4) Bank charges. 

(5) Deposits credited after the date of the bank statement. 

(6) Standing order payment entered in the bank statement. 

A (2), (3), (4) and (6) only 

B (1), (2), (5) and (6) only 

C (2), (4) and (6) only 
D (1), (3) and (5) only 
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33 OMEGA 

The following bank reconciliation statement has been prepared for Omega by a junior clerk: 


£ 

Overdraft per bank statement 68,100 

Add: Deposits not credited 141,200 

209,300 

Less: Outstanding cheques 41,800 

Overdraft per cash book 167,500 


Which of the following should be the correct balance per the cash book? 
A £167,500 overdrawn as stated 

B £31,300 overdrawn 

C £31,300 cash at bank 

D £114,900 overdrawn 
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34 BANK REC (2) 

State whether (a) and (b) below should say 'plus' or 'minus' in the proforma for a bank 
reconciliation. 

£ 

Balance per bank statement X 

(a) Plus or minus: unpresented cheques X or (X) 

(b) Plus or minus: uncleared lodgements X or (X) 

Balance per cash book X 
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35 BANK REC (3) 

During the preparation of a bank reconciliation statement, a direct debit payment is identified 
which appears on the bank statement but not in the cash book. What is the correct action to be 
taken in this circumstance? 
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36 BANK REC (4) 

During the preparation of the bank reconciliation statement as at 30 June 20X1, it is found that 
the £500 of cheques paid into the bank account on 30 June has not been included in the bank 
statement at that date. How will this amount be treated in the bank reconciliation statement? 
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CHAPTER 12 

ACCRUALS AND PREPAYMENTS 

37 TURNER 

Turner has a year-end of 31 December 2005. The last gas bill received and paid covered the 
period from 1 January 2005 to 31 July 2005. The bill was for £1,400. Gas is expected to accrue 
evenly over the year. 

Required: 

Based on the information provided, estimate the gas accrual for the year to 31 December 2005. 
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38 OLLIE 

Ollie started his business on 1 June 2003. 

The bank summary shows payments for selling expenses of £985 during the year ended 31 May 
2004. Included in this amount is the last payment made of £300, which was for the quarter 
ended 31 March 2004. 

Write up the selling expenses account for the year ended 31 May 2004 and close it off by 
showing the transfer to the Statement of profit or loss and the appropriate accrual. 


Selling expenses (SPL) 


Date 

Detail 

£ 

Date 

Detail 

£ 
































Accrued expenses (SFP) 


Date 

Detail 

£ 

Date 

Detail 

£ 
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39 SOPHIE 

Sophie started her business on 1 January 2006. During the year ended 31 December 2006 she 
paid £4,000 for administration expenses. 

Included in this payment is an amount paid in November of £1,500 relating to the months of 
November, December and January. 

Write up the administration expense account including the appropriate prepayment. 


Administration expenses (SPL) 


Date 

Detail 

£ 

Date 

Detail 

£ 
































Prepaid expenses (SFP) 


Date 

Detail 

£ 

Date 

Detail 

£ 
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40 TIG 

Tig has a year end of 31 December. During the year 20X2 the following electricity bills were 
paid: 


14 March 

3 months to 28 February 

£300 

13 June 

3 months to 31 May 

£280 

15 September 

3 months to 31 August 

£190 

12 December 

3 months to 30 November 

£310 


There was an opening accrual at 1 January 20X2 of £100 and it is estimated that electricity 
usage in December 20X2 will be £120. 

Write up the electricity ledger account. 
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41 TAG 

Tag has paid insurance of £3,200 during the year ending 31 March 20X3 but this includes an 
amount of £1,200 for the year to 30 June 20X3. 

Write up the insurance account for the year ended 31 March 20X3. 
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42 TOG 

Tog owns its own freehold property and sublets part of the premises to another business at an 
annual rent of £6,000. At 1 January 20X2 there was £1,000 of rent owing and during the year 
ended 31 December 20X2 £5,500 was received in rental income. 

Write up the rental income account showing clearly any balance carried down at 31 December 
20X2. 
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43 DORY 

Dory's policy for accruals and prepayments is as follows: 

An entry is made into the income or expense account and an opposite entry into the relevant 
asset or liability account. In the following period the entry is reversed. 

You are looking at rental expenses for the year ended 30 April 20X5. 

The cash book for the year shows payments for rent of £12,500. 

This includes payments for 2 properties as follows: 

Rental for the period: 

Property A: 1 January to 31 December 20X5 £3,000 
Property B: 1 April 20X5 to 31 March 20X6 £5,400 

Calculate the value of the adjustment required for rental expenses as at 30 April 20X5. 
Update the rental expenses account. You must show: 

(a) The cash book figure 

(b) The year-end adjustment 

(c) The transfer to the statement or profit or loss for the year. 


Rental expenses 


Reversal of prepaid 
expenses 

1,500 




















Picklist: Accrued expenses, Bank, Prepaid expenses, Rent, Statement of profit or loss, 
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CHAPTER 13 

SUSPENSE ACCOUNTS AND ERRORS 

44 JOHN 

On 31 December 20X8 the trial balance of John, a small manufacturer, failed to agree and the 

difference was entered in a suspense account. After the final accounts had been prepared the 

following errors were discovered and the difference was eliminated: 

• The purchases day book was undercast by £200. 

• Machinery purchased for £150 had been debited to the purchases account. 

• Discounts received of £130 had been posted to the debit of the discounts received 

account. 

• Rates of £46 paid by cheque had been posted to the debit of the rates account as £64. 

• Cash drawings by the owner of £45 had been entered in the cash account correctly but 

not posted to the drawings account. 

• The balance on the inventory account representing the opening inventory of £1,200 had 
been omitted from the trial balance. 


Task 

(a) Show the journal entries necessary to correct the above errors. 

(b) Show the entries in the suspense account to eliminate the difference entered in the 
suspense account. 
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45 SLEEP EASY 

Daniel James is the proprietor of Sleep Easy, a business which buys and sells bedroom furniture. 

• The year end is 31 May 20X1. 

• You are employed to assist with the book-keeping. 

• The business currently operates a manual system consisting of a general ledger, a sales 
ledger and a purchases ledger. 

• Double entry takes place in the general ledger. Individual accounts of receivables and 
payables are kept in memorandum accounts. 

• You use a purchases day book, a sales day book, a purchases returns day book and a sales 
returns day book. Totals from the day books are transferred into the general ledger. 

At the end of the financial year on 31 May 20X1, the balances were extracted from the general 

ledger and entered into an extended trial balance. 

It was found that the total of the debit column of the trial balance did not agree with the total 

of the credit column. The difference was posted to a suspense account. 

After the preparation of the extended trial balance the following errors were found: 

(a) Motor expenses of £150 were debited to the Motor Vehicles at Cost account. Ignore 
depreciation. 

(b) The VAT (sales tax) column in the purchases returns day book was undercast by £400. 

(c) On 31 May 20X1 some of the fixtures and fittings were sold. The original cost of the 
assets was £11,000 and they were bought on 1 June 19W9. Depreciation provision to the 
date of disposal was made in the accounts and this totalled £4,400 for these fixtures and 
fittings. The disposal proceeds were £7,000. This money was correctly entered in the 
bank account, but no other entry was made. 

(d) Sales of £9,500 were entered into the sales account as £5,900. All other entries were 
correct. 

(e) A wages payment of £1,255 was debited to both the wages account and the bank 
account. 


Task 1 

Prepare journal entries to record the correction of the errors. Dates and narratives are not 
required. 
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Task 2 

Showing clearly the individual debits and credits, update the suspense account using the 
journals from Task 1. 

Suspense account 

£ £ 

Balance b/d 13,510 
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46 EMMA & CO 

On preparing an initial trial balance for Emma & Co it is discovered that the debit balances 
exceed the credit balances by £230. 

You have found the following errors. 

(i) The VAT (sales tax) column of the sales day book had been undercast by £380. 

(ii) The net column of the sales day book had been overcast by £870. 

(iii) Sales of £5,080 had been transferred from the total column of the sales day book into the 
sales ledger control account as £5,800. 

Task 

(a) Prepare journal entries to correct the errors. Dates and narratives are not required. 

(b) Show how the balance on the suspense account is cleared. 
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CHAPTER 14 

THE EXTENDED TRIAL BALANCE - IN ACTION 

47 ETB (1) 

What would be the debit and credit entries in the adjustments columns in the extended trial 
balance for each of the following adjustments? 

(i) Closing inventory is £13,400. 

(ii) The owner of the business has withdrawn goods for his own use totalling £600 which 
have not been recorded. 

(iii) A suspense account debit balance of £100 was caused by the electricity account being 
undercast by £100. 

(iv) Machinery depreciation for the year is to be £3,600. 
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48 ETB (2) 


Given below are the first four columns of an extended trial balance of a sole trader's business as 
at 30 June 20X2: 


Account name 

Capital 

Drawings 

Rent 

Purchases 

Sales 

Sales returns 
Purchases returns 
Wages 

Fixtures and fittings at cost 
Accumulated depreciation FF 
Motor vehicles at cost 
Accumulated depreciation MV 
Bank 
Cash 

Light and heat 
VAT (sales tax) 

Inventory at 1 July 20X1 
Irrecoverable debts expense 
Allowance for doubtful debts 
Receivables (SLCA) 

Payables (PLCA) 

Sundry expenses 

Insurance 

Accruals 

Prepayments 

Depreciation expense 

Closing inventory - SPL 

Closing inventory - SFP 

Allowance for doubtful debts 

adjustment 


Ledger balance Adjustments 


Dr 

Cr 


108,000 

33,720 

13,840 

485,280 

685,840 

1,920 

1,008 

109,580 


32,300 

17,280 

48,640 

13,390 


2,538 

1,680 


3,760 

7,360 

92,880 


1,128 

840 

45,500 

40,440 

5,428 


1,040 



876,696 876,696 
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The following adjustments are required: 

(i) Depreciation for the year has yet to be provided. For fixtures and fittings depreciation is 
20% straight line and for motor vehicles 20% diminishing (reducing) balance. 

(ii) Closing inventory has been valued at £94,588. 

(iii) The insurance account includes a prepayment of £140. 

(iv) The allowance for doubtful debts is to be 2% of receivables. 

(v) An accrual for £200 of rent has yet to be made. 

(vi) A credit note from a supplier for goods returned totalling £400 plus VAT (sales tax) of £80 
has been completely omitted from the ledger accounts. 

You are required to make the adjustments in the adjustments column of the extended trial 
balance. 
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CHAPTER 3 

CAPITAL AND REVENUE EXPENDITURE 

49 GREEN 

You are the accounting technician for a manufacturing organisation. The sales manager Hugh 
Green has ordered a new car and a van for the selling team, however he has heard that there is 
an issue relating to reclaiming VAT (sales tax) on motor vehicles. 

Task 1 

You are required to write a memo to Hugh Green explaining the VAT (sales tax) reclaim rules 
relating to purchases of motor vehicles, today's date is 15 April 20X2. Please use the following 
memo. 
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Data 

The new car cost £15,000 plus VAT (sales tax) and the van cost £12,000 plus VAT (sales tax). 
Both vehicles were purchased on 30 days' credit terms. 

Task 2 

Show the accounting entries necessary to record these two transactions in the ledger accounts 
given below. 


Motor vehicles at cost 


£ 

VAT ( 

£ 

sales tax) 

£ 

Pa 

£ 

yables 

£ 

£ 


KAPLAN PUBLISHING 


55 



AAT : ADVANCED BOOKKEEPING 


50 BRIONY WOOD PRODUCTS 

Your name is Jon Garrett. You are the accounts assistant at Briony Wood Products. 

• Briony Wood Products is owned and managed by Briony Wastell. 

• It has operated from rented premises in Maidenhead for many years. 

• The business manufactures tables made from cherry wood. 

You are the only full-time member of accounts staff employed by the business. 

• You report directly to Briony Wastell. 

• You maintain all the accounting records. 

• The annual accounts are prepared by a local firm of certified accountants. 

This task relates to the accounting year ended 31 January 20X1. 

Day books and ledgers 

Briony Wood Products maintains a full general ledger system of manual ledger accounts in 
alphabetical order. 

Today's date is 25 February 20X1. 

Non-current assets consist of motor vehicles, workshop equipment and office equipment. 
There is a manual non-current asset register. This shows details of capital expenditure (but not 
revenue expenditure) incurred in acquiring or enhancing non-current assets, as well as details of 
depreciation and disposals. The general ledger includes accounts for cost, accumulated 
depreciation (i.e. the Statement of Financial Position provision) and the depreciation charge (i.e. 
the expense recorded in the Statement of profit or loss) for each category of non-current asset. 

Motor vehicle running costs are recorded in the accounts as office overheads. Briony Wastell 
authorises all acquisitions and disposals of non-current assets by signing invoices. 

Task 

Refer to the suppliers' invoices given. These refer to the purchase of a new motor vehicle and 
new lathe. 

• Record the acquisitions in the non-current assets register given. 

• Prepare journals to record the invoices in the general ledger. 

Note: The deposit paid by Briony Wood Products for the motor vehicle has already been 
recorded in the cash book. 
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SALES INVOICE 

FORTIS MOTORS LTD 

Hamilton Hill, Maidenhead, SL2 3TZ 

Telephone: 01277 399 482 Fax: 01288 399 483 

VAT registration 923 6731 70 
Date/Tax point: 29 January 20X1 
Invoice No 3297 

B Wastell 

Briony Wood Products, Castle Yard, Maidenhead, BERKS SL4 8QV 

Description of sale: 

Ford Focus: 

Registration: 7 BRIONY 

Registration date: 29/1/Xl 

Stock number: V8634 Chassis No: WXRSD Engine No: SU78764 



£ 

List price 

12,000.00 

VAT (sales tax) at 20% 

2,400.00 


14,400.00 

Vehicle excise duty (12 months) 

140.00 

Total due 

14,540.00 

Less: deposit 

(4,900.00) 

Balance to pay 

9,640.00 


Approved for payment 10 February 20X1 B Wastell 

Terms: net, 30 days 
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BROADWAY MACHINE TOOLS LTD 

Broadway House, 83-87 Tandley Road, MILFORD, ML2 3NG 
Telephone: 01277 242 242 
Fax: 01277 242 243 
VAT registration: 611 3428 78 

SALES INVOICE 

Invoice No 7569 
Date/Tax point: 28 January 20X1 

FAO Briony Wastell 
Briony Wood Products 
Castle Yard 
Maidenhead 
BERKS 
SL4 8QV 



£ 

1 'Utility' Wood turning lathe 

5,599.00 

VAT (sales tax) @ 20% 

1,119.80 

TOTAL 

6,718.80 


Approved for payment 10 February 20X1 
B Wastell 

Invoice terms: Payment is due 30 days from the invoice date 


EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Motor vehicles 
















Delivery van R674 EYE 

13/7/W8 

12,000.00 



Cash and 



Year ended 31/1/W9 



3,000.00 

9,000.00 

part 



Year ended 31/1/XO 



3,000.00 

6,000.00 

exchange 
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EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Workbench 

31/3/W6 

1,000.00 



Cash 



Year ended 31/1/W7 



250.00 

750.00 




Year ended 31/1/W8 



187.50 

562.50 




Year ended 31/1/W9 



140.62 

421.88 




Year ended 31/1/XO 



105.47 

316.41 












Sander 

31/3/W6 

2,400.00 



Cash 



Year ended 31/1/W7 



600.00 

1,800.00 




Year ended 31/1/W8 



450.00 

1,350.00 




Year ended 31/1/W9 



337.50 

1,012.50 




Year ended 31/1/XO 



253.13 

759.37 












Lathe 

31/7/W6 

4,480.00 



Cash 



Year ended 31/1/W7 



1,120.00 

3,360.00 




Year ended 31/1/W8 



840.00 

2,520.00 




Year ended 31/1/W9 



630.00 

1,890.00 




Year ended 31/1/XO 



472.50 

1,417.50 












Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 












Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 












Circular saw 

20/9/W7 

3,375.00 



Cash 



Year ended 31/1/W8 



843.75 

2,531.25 




Year ended 31/1/W9 



632.81 

1,898.44 




Year ended 31/1/XO 



474.61 

1,423.83 












Plane 

15/3/W8 

2,775.00 



Cash 



Year ended 31/1/W9 



693.75 

2,081.25 




Year ended 31/1/XO 



520.31 

1,560.94 
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CHAPTER 4 
DEPRECIATION 

51 ESK 

Esk has purchased the following non-current assets: 


January 20X1 

Machine XXI 

Cost 

£15,000 

March 20X1 

Delivery van 

Cost 

£9,500 

September 20X1 

Machine XX2 

Cost 

£26,000 

February 20X2 

Salesman's car 

Cost 

£14,000 

June 20X2 

Director's car 

Cost 

£34,000 

October 20X2 

Machine XX3 

Cost 

£16,200 

March 20X3 

Machine XX4 

Cost 

£20,000 

June 20X3 

Lorry 

Cost 

£28,700 


It is company policy to charge a full year's depreciation in the year of purchase no matter when 
during the year the asset was purchased. 

All motor vehicles are depreciated on the diminishing (reducing) balance basis at a rate of 30%. 
All machines are depreciated on the straight line basis at a rate of 20%. 

The business has a year end of 30 June. You are required to write up the following ledger 
accounts for the years ending 30 June 20X1, 30 June 20X2 and 30 June 20X3. 

(i) Machinery at cost 

(ii) Motor vehicles at cost 

(iii) Accumulated depreciation - machinery 

(iv) Accumulated depreciation - motor vehicles 

(v) Depreciation expense - machinery 

(vi) Depreciation expense - motor vehicles 
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52 RAMSAY WOOD PRODUCTS 

Your name is Jo Carmichael. You are the accounts assistant at Ramsay Wood Products. 

• Ramsay Wood Products is owned and managed by Andrew Ramsay. 

• It has operated from rented premises in Ketchworth for many years. 

• The business manufactures tables made from cherry wood. 

You are the only full-time member of accounts staff employed by the business. 

• You report directly to Andrew Ramsay. 

• You maintain all the accounting records. 

• The annual accounts are prepared by a local firm of certified accountants. 

This task relates to the accounting year ended 31 January 20X1. 

Day books and ledgers 

Ramsay Wood Products maintains a full general ledger system of manual ledger accounts in 
alphabetical order. 

Today's date is 25 February 20X1. 

Non-current assets consist of motor vehicles, workshop equipment and office equipment. 
There is a manual non-current asset register. This shows details of capital expenditure (but not 
revenue expenditure) incurred in acquiring or enhancing non-current assets, as well as details of 
depreciation and disposals. The general ledger includes accounts for cost, accumulated 
depreciation (i.e. the Statement of Financial Position provision) and the depreciation charge (i.e. 
the expense recorded in the Statement of profit or loss) for each category of non-current asset. 

Depreciation rates and methods are as follows: 

Motor vehicles 25% pa on cost (straight line basis) 

Workshop equipment 25% pa on carrying amount (diminishing (reducing) balance basis) 
Office equipment 20% pa on cost (straight line basis) 

Residual value is assumed to be nil in all cases. 

In the year of an asset's acquisition, a full year's depreciation is charged, regardless of the exact 
date of acquisition. 

In the year of an asset's disposal, no depreciation is charged. 

Motor vehicle running costs are recorded in the accounts as office overheads. 

Andrew Ramsay authorises all acquisitions and disposals of non-current assets by signing 
invoices. 

Task 

With regard to depreciation for the year to 31 January 20X1: 

• Calculate the depreciation for the year on each motor vehicle and on each item of 
workshop equipment and record the relevant amounts in the non-current asset register 
given. 

• Calculate the depreciation charge for the year on office equipment. The balance on 
Office Equipment at cost as at 1 January 20X1 was £6,560.75. You may assume that no 
item of office equipment will be fully depreciated at 31 January 20X1. 

• Prepare journals to record the depreciation in the general ledger. 
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EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Motor vehicles 
















Delivery van R674 EYE 

13/7/W8 

12,000.00 



Cash and 



Year ended 31/1/W9 



3,000.00 

9,000.00 

part 



Year ended 31/1/XO 



3,000.00 

6,000.00 

exchange 











Ford Focus 7 Ramsay 

29/1/Xl 

14,100.00 



Cash 











Workshop equipment 
















Workbench 

31/3/W6 

1,000.00 



Cash 



Year ended 31/1/W7 



250.00 

750.00 




Year ended 31/1/W8 



187.50 

562.50 




Year ended 31/1/W9 



140.62 

421.88 




Year ended 31/1/XO 



105.47 

316.41 












Sander 

31/3/W6 

2,400.00 



Cash 



Year ended 31/1/W7 



600.00 

1,800.00 




Year ended 31/1/W8 



450.00 

1,350.00 




Year ended 31/1/W9 



337.50 

1,012.50 




Year ended 31/1/XO 



253.13 

759.37 












Lathe 

31/7/W6 

4,480.00 



Cash 



Year ended 31/1/W7 



1,120.00 

3,360.00 




Year ended 31/1/W8 



840.00 

2,520.00 




Year ended 31/1/W9 



630.00 

1,890.00 




Year ended 31/1/XO 



472.50 

1,417.50 












Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 












Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



244.86 

674.58 












Circular saw 

20/9/W7 

3,375.00 



Cash 



Year ended 31/1/W8 



843.75 

2,531.25 




Year ended 31/1/W9 



632.81 

1,898.44 




Year ended 31/1/XO 



474.61 

1,423.83 
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EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Plane 

15/3/W8 

2,775.00 



Cash 



Year ended 31/1/W9 



693.75 

2,081.25 




Year ended 31/1/XO 



520.31 

1,560.94 












Lathe 

28/1/Xl 

5,599.00 



Cash 
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CHAPTER 5 

DISPOSAL OF CAPITAL ASSETS 


53 DISPOSAL (1) 


A business has the following transactions relating to its plant and machinery: 


1 January 20X2 


1 July 20X2 


31 January 20X3 


31 July 20X3 


Machine DC4 purchased for £24,000. This is to be depreciated on a 
straight line basis over its useful life of five years with an estimated 
residual value of £4,000. 

Purchased Machine GE3 for £32,000. This is to be depreciated on a 
straight line basis over eight years with an estimated residual value of 
£ 2 , 000 . 

Purchased Machine HL8 for £55,000. This is to be depreciated on a 
straight line basis over five years with an estimated residual value of 
£5,000. 

Part exchanged Machine DC4 for Machine DC5. The manufacturer gave 
the business a part exchange value of £12,000 for Machine DC4 against 
the agreed total price for Machine DC5 of £28,000. The DC5 is to be 
depreciated on the straight line basis over a useful life of four years with 
an estimated residual value of £8,000. 


31 December 20X3 Sold Machine GE3 for £20,000. Purchased a replacement Machine KR6 for 
£30,000. This is to be depreciated on a straight line basis over its useful 
life of six years with an estimated residual value of £1,500. 


The accounting year end is 30 June. The accounting policy is to charge a full years' depreciation 
in the year of purchase but none in the year of sale. 

Task 


(a) Write up the plant and machinery at cost account, the accumulated depreciation account 
and the disposal accounts for the years ending 30 June 20X2, 30 June 20X3 and 30 June 
20X4. (Produce a separate disposal account for each machine disposed of.) 

(b) Show extracts from the Statement of Financial Positions at 30 June 20X2, 30 June 20X3 
and 30 June 20X4 for plant and machinery. 
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54 AVERILL LTD 

Averill Ltd had the following balances on its motor vehicles accounts at 30 September 20X2. 

£ 

Motor vehicles at cost 10,000 

Accumulated depreciation of motor vehicles 4,000 

During the year to 30 September 20X3, the following transactions occurred. 

31 January 20X3 Bought a motor van (plant number MV11) costing £9,000. 

24 April 20X3 Sold a motor van (plant number MV05) for £500 which had originally cost 

£4,000 in January 20X0. 

During the year to 30 September 20X4, the following transactions occurred. 

20 February 20X4 Bought a motor van (plant number MV12) costing £12,000. 

31 August 20X4 Traded-in van bought on 31 January 20X3 (plant number MV11) for a new 
van (plant number MV13) costing £14,000. The trade-in allowance was 
£7,400. 

Averill Ltd provides for depreciation on its motor vehicles at a rate of 25% per annum using the 
diminishing (reducing) balance method. It is company policy to make a full year's charge against 
all assets held at the end of its financial year (30 September). 

Task 

Show the ledger accounts necessary to record the above transactions. The form of presentation 
should clearly show the values which will be transferred to the company's Statement of profit or 
loss and Statement of Financial Position at the end of each of the financial years to 
30 September 20X3 and 20X4. 
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55 ENZO LTD 

During the year Enzo (a VAT registered business) disposed of an asset - 'old machine' in part 
exchange for a new asset - 'new machine'. The 'new machine' cost £42,900 inclusive of VAT at 
20%. The gross part-exchange allowance including VAT was £6,000. A cash settlement was paid 
for the net amount outstanding. 

The 'old machine' had originally cost £24,000 plus VAT at 20% several years ago and had 
accumulated depreciation of £14,800. 

Task: 

Prepare the journal entries to account for the disposal and purchase of the asset and write up 
the disposal account to calculate the profit or loss on disposal. 



Disposal of non-current asset 
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CHAPTER 9 

IRRECOVERABLE AND DOUBTFUL DEBTS 

56 PETER BARRETT 

On 1 January 20X0 Peter Barrett started a new business. During the year ending 31 December 
20X0 he made sales on credit of £77,900 and received £69,800 from these credit customers. At 
the year-end he assessed his receivables and decided to make a general doubtful debt 
allowance of 2% of his receivables. 

During the year ending 31 December 20X1 his credit sales totalled £98,500 and £92,100 was 
received from receivables. At the year-end he decided to write off one debt totalling £500 as 
irrecoverable and to increase his allowance for doubtful debts to 3% of his receivables. 

During the year ending 31 December 20X2 credit sales totalled £105,400 and money received 
from receivables was £98,400. As well as this amount received from his receivables he also 
received the £500 from the receivable whom he had written off as irrecoverable in the previous 
year. At the year-end he decided to write off a debt totalling £240 and to allow specifically 
against a debt of £760. The general allowance was to remain at 3%. 

Task 

(a) Write up the receivables account, the allowance for doubtful debts account, the 
allowance for doubtful debts adjustment account and the irrecoverable debts expense 
account for each of the three years. 

(b) Draft extracts from the Statement of profit or loss and Statement of Financial Position for 
each of the three years. 
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57 IRD 

The balance on the allowance for doubtful debts account for a business on 1 January 20X1 was 
£1,000, equal to 5% of receivables at that date. 

In the 12 months to 31 December 20X1 credit sales are £90,000, cash receipts from credit sales 
are £80,000 and irrecoverable debts are £600. The doubtful debts allowance balance at close of 
business on 31 December 20X1 is required to be 5% of receivables. 

In the 12 months to 31 December 20X2 credit sales are £100,000, cash receipts from credit sales 
are £110,000 and irrecoverable debts are £400. The doubtful debts allowance balance at close 
of business on 31 December 20X2 is required to be 5% of receivables. 

Task 

(a) Prepare the allowance for doubtful debts account for the period 1 January 20X1 to 
1 January 20X3, clearly bringing down the balance at the end of each year, and indicating 
the double entry for each item in the account. Submit necessary workings in a 
convenient form. 

(b) Is the balance on the allowance for doubtful debts account a liability? Explain your 
answer briefly but clearly. 
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CHAPTER 10 

CONTROL ACCOUNT RECONCILIATIONS 

58 ROGER 


Roger proves the accuracy of his sales and purchases ledgers by preparing monthly control 
accounts. At 1 September 20X7 the following balances existed in the business records, and the 
control accounts agreed. 



Debit 

Credit 


£ 

£ 

Sales ledger control account 

188,360 

2,140 

Purchases ledger control account 

120 

89,410 

The following are the totals of transactions 

which took place during September 20X7, £ 

extracted from the business records. 



Credit sales 


£ 

101,260 

Credit purchases 


68,420 

Sales returns 


9,160 

Purchases returns 


4,280 

Cash received from customers 


91,270 

Cash paid to suppliers 


71,840 

Cash discounts allowed 


1,430 

Cash discounts received 


880 

Irrecoverable debts written off 


460 

Refunds to customers 


300 

Contra settlements 


480 

At 30 September 20X7 the balances in the sales and purchases ledgers, as extracted, totalled: 


Debit 

Credit 


£ 

£ 

Sales ledger balances 

To be ascertained 

3,360 

Purchases ledger balances 

90 

To be ascertained 


An initial attempt to balance the two ledgers showed that neither of them agreed. 

The differences were found to be due to the following. 

(i) A contra settlement of £500 had not been included in the totals of transactions prepared 
for the control accounts. 

(ii) A new employee had mistakenly entered five copy sales invoices into the purchases day 
book as if they had been purchases invoices and entered the amounts to new purchases 
ledger accounts. The total of these invoices was £1,360. 

(iii) A £20 cash refund to a customer was made out of petty cash, and has not been included 
in the summary of transactions given above. The £20 was entered to the sales ledger as if 
it had been a cash receipt from the customer, and this resulted in a £40 credit balance on 
the account, which was still outstanding at 30 September 20X7. 

When these errors had been corrected both control accounts agreed with the ledgers. 
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Task 

Prepare the sales ledger and purchases ledger control accounts for the month of September 
20X7 after these errors had been corrected, and hence ascertain the missing totals of the ledger 
balances as indicated above (debit balances in sales ledger and credit balances in purchases 
ledger). 
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59 ZETA 

At 31 December 20X7 the totals of the subsidiary (sales) ledger balances of a sole trader were as 
follows. 

£ 

Sales ledger control account debit 384,600 

After reviewing these balances in preparing the financial statements for the year ended 
31 December 20X7, a number of adjustments are necessary. 

(i) A contra settlement had been agreed during the year offsetting an amount due from Zeta 
Limited in the sales ledger of £1,080 against the balance due to that company in the 
purchases ledger. No entry had been made for this contra. 

(ii) The following debts due from sales ledger customers are to be written off. 


Customer £ 

P 840 

Q 120 

R 360 

S 2,090 

T 180 


(iii) The allowance for doubtful debts, which stood at £3,060 is to be increased to £5,200. 

(iv) During the year £200 cash received from Tau Limited had mistakenly been entered into 
the account of Vau Limited in the sales ledger. 

Task 

(a) Prepare journal entries to give effect to adjustments (i) to (iv). 

(b) Calculate the amounts which should appear in the Statement of Financial Position as at 
31 December 20X7 for receivables. 
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CHAPTER 11 

BANK RECONCILIATIONS 

60 BANK REC (5) 

In order to prepare the bank reconciliation statement as at 31 May 20X1, you have obtained a 
draft of the cash book entries for the month (which may contain errors) and the bank statement 
(which you can assume to be accurate). 


Cash book 


Receipts 



Payments 





£ 

Cheque 


£ 




no 




01.05.X1 

Balance b/d 

35,621 

351 

01.05.X1 

J Jones 

3,400 

03.05.X1 

Receivables 

12,649 

352 

03.05.X1 

F Smith 

621 

05.05.X1 

Rates rebate 

901 

353 

03.05.X1 

N Holt 

986 

09.05.X1 

Cash sales 

1,656 

354 

03.05.X1 

B P Ltd 

1,542 

10.05.X1 

Receivables 

9,822 

355 

04.05.X1 

Post Office 

11 

10.05.X1 

Repayment of loan 

600 

356 

14.05.X1 

Credit transfer 

615 

14.05.X1 

Sales tax 

9,993 

357 

20.05.X1 

Rates 

326 

17.05.X1 

Cash sales 

16,055 

358 

21.05.X1 

A Brown 

790 

19.05.X1 

Insurance settlement 

5,000 

359 

22.05.X1 

P Green 

1,776 

20.05.X1 

Receivables 

8,543 

360 

23.05.X1 

HM Stationery 

35 

29.05.X1 

Cash sales 

134 

361 

24.05.X1 

Dept of Env 

14 

30.05.X1 

Receivables 

9,621 

362 

30.05.X1 

Wages 

5,672 




363 

30.05.X1 

Petty cash 

327 




364 

30.05.X1 

Nat Insurance 

1,229 





31.05.X1 

Balance c/d 

93,521 



110,595 




110,595 
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BANK STATEMENT 





Receipts 

Payments 

Balance 




£ 

£ 

£ 

01.05.X1 

Balance 




10,500 o/d 

02.05.X1 

Lodgement 


46,621 


36,121 

02.05.X1 


351 


3,040 

33,081 

02.05.X1 


350 


500 

32,581 

03.05.X1 

Lodgement 


12,649 


45,230 

05.05.X1 

Lodgement 


901 


46,131 

06.05.X1 


353 


986 

45,145 

09.05.X1 

Lodgement 


1,656 


46,801 

09.05.X1 

Div voucher 


321 


47,122 

10.05.X1 

Lodgement 


10,422 


57,544 

11.05.X1 


355 


11 

57,533 

17.05.X1 

Lodgement 


16,055 


73,588 

19.05.X1 

Lodgement 


5,000 


78,588 

19.05.X1 


352 


621 

77,967 

20.05.X1 

Lodgement 


8,543 


86,510 

20.05.X1 

Lodgement 


9,621 


96,131 

21.05.X1 


357 


326 

95,805 

30.05.X1 


361 


14 

95,791 

30.05.X1 

Charges 



650 

95,141 

30.05.X1 

Interest 



62 

95,079 


The bank reconciliation at the end of April 20X1 showed: 

£ 

Balance per bank statement 10,500 o/d 

Receipts not yet cleared 46,621 


36,121 

Cheque not yet presented (number 350) 500 


Balance per cash book 35,621 


You are required to reconcile the cash book of the company as at 31 May 20X1 with the bank 
statement for that month. 
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61 BANK REC (6) 

The bank statement shown below was received by Automania Ltd on 1 June 20X9. 

COMMERCIAL BANK PLC BANK STATEMENT 

Automania Ltd Account no: 80261995 


Date 

Detail 

Debit 

Credit 

Balance 


20X9 

£ 

£ 

£ 

17 May 

Balance 



8,700 

17 May 

Cheque 704182 

290 


8,410 

18 May 

Credit 


360 

8,770 

19 May 

Cheque 704184 

310 


8,460 

20 May 

Cheque 704183 

200 


8,260 

20 May 

Credit 


1,080 

9,340 

21 May 

Cheque 704185 

1,360 


7,980 

21 May 

Cheque 704186 

2,750 


5,230 

24 May 

Credit 


1,400 

6,630 

24 May 

Bank charges 

140 


6,490 

25 May 

Standing order: Anzac 

1,600 


4,890 

26 May 

BACS credit 


125 

5,015 

26 May 

Cheque 704188 

475 


4,540 

27 May 

Cash withdrawal 

200 


4,340 

28 May 

Cheque 704187 

2,970 


1,370 


The following is an extract from the cash book for the same period as the bank statement. 


Bank account 


20X9 


£ 

20X9 


Cheque 

£ 






no 


17 May 

Bal b/d 

7,900 

17 May 

Auto Parts 

185 

1,360 

17 May 

L White 

360 

18 May 

Slick Oils 

186 

2,750 

18 May 

Field Garages 

750 

21 May 

Stealth Wheels 187 

2,970 

19 May 

H Smith 

330 

21 May 

K Mason 

188 

475 

20 May 

L Sprig 

190 

24 May 

P Curtis 

189 

395 

21 May 

Kay Cars 

1,210 

27 May 

K Fabrications 190 

1,880 

27 May 

Halliwells 

685 

28 May 

Auto Parts 

191 

4,200 

28 May 

Reece Motors 

470 





28 May 

Bal c/d 

2,135 







14,030 




14,030 
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You are required to: 

(a) Prepare a statement reconciling the £7,900 opening balance of the cash book with the 
£8,700 opening balance of the bank statement. Show clearly the individual items which 
have caused these opening balances to differ. 

(b) Compare the cash book and bank statement, showing clearly the individual debits and 
credits, update the cash book and bring down the amended closing balance of the cash 
book. 


Bank account 


£ 


£ 


Balance b/d 

2,135 


(c) Prepare a bank reconciliation statement as at 28 May 20X9. 
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CHAPTER 12 

ACCRUALS AND PREPAYMENTS 

62 CHROME 

Chrome has a year end of 30 June. The following details are available about the various 
expenses of the business. 

(i) Rental is paid quarterly in advance on 1 February, 1 May, 1 August and 1 November. 

Until 31 October 20X1 the rental was £5,100 per quarter but this increased to £6,000 per 
quarter thereafter. 

(ii) There was an opening accrual on the electricity account of £320 which needs to be 
reversed and during the year £1,340 of electricity bills were paid which included up to 30 
April 20X2. It is estimated that electricity usage in May will be £180 and in June will be 
£150. 

(iii) On 1 March 20X1 insurance for the year to 28 February 20X2 of £1,500 was paid and on 
1 March 20X2 insurance of £1,800 for the year to 28 February 20X3 was paid. 

Task 

(a) Write up the relevant expense accounts for the year ended 30 June 20X2. 

(b) Prepare extracts from the Statement of profit or loss to 30 June 20X2 and the Statement 
of Financial Position at that date. 
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63 KARACHI LTD 

Karachi Ltd rents its property and details of its rent and rates payments for the year ending 
31 December 20X3 are as follows: 

Opening balance Closing balance 

£ £ 

Rates prepayment 120 140 

Rent accrual 800 600 

During the year ending 31 December 20X3 rates of £1,080 were paid and rent of £6,000 were 
paid. 

Karachi Ltd also lets out some of its premises to Simon Stevens for a quarterly rental payable in 
advance on 1 February, 1 May, 1 August and 1 November. Until 1 May 20X3 the rental was £600 
per quarter but then Karachi Ltd increased it to £750 per quarter. Simon always makes his 
payments on time. 

Task 

(a) Write up the rent and rates account and the rental income account for the year ending 
31 December 20X3. 

(b) Prepare extracts from the Statement of profit or loss for the year ending 31 December 
20X3 and the balance sheet Statement of Financial Position at that date. 
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CHAPTER 13 

SUSPENSE ACCOUNTS AND ERRORS 

64 HG COMPUTERS 

Harry Green is the owner of HG Computers, a business that buys and sells computer equipment. 

• The financial year end is 31 October 20X2. 

• You are employed to assist with the bookkeeping. 

• The business uses a manual system consisting of a general ledger, a sales ledger and a 
purchases ledger. 

• Double entry takes place in the general ledger. Individual accounts of receivables and 
payables are kept in memorandum accounts. 

• You use a purchases day book and a sales day book. Totals from the day books are 
transferred into the general ledger. 

At the end of the financial year on 31 October 20X2, the following balances were taken from the 


general ledger. 

£ 

Sales 564,123 

Purchases 357,854 

Inventory at 1 November 20X1 43,580 

Discount allowed 6,905 

Discount received 4,890 

Salaries and wages 85,900 

General expenses 65,264 

Irrecoverable debts 820 

Computer equipment, at cost 19,800 

Accumulated depreciation, computer equipment 6,600 

Motor van, at cost 12,500 

Accumulated depreciation, motor van 7,500 

Sales Ledger control account 42,530 

Purchases Ledger control account 36,890 

Allowance for doubtful debts 1,004 

Bank (credit balance) 3,456 

Cash 250 

VAT (sales tax) (credit balance) 8,500 

Drawings 12,000 

Capital 15,500 

Suspense Unknown 


78 


KAPLAN PUBLISHING 



QUESTIONS 


Task 1 

Enter the balances into the columns of the trial balance shown below. 
Calculate and show the balance in the suspense account. 

Total both columns. 


Description 

Dr 

£ 

Cr 

£ 

Sales 



Purchases 



Inventory at 1 November 20X1 



Discount allowed 



Discount received 



Salaries and wages 



General expenses 



Irrecoverable debts 



Computer equipment at cost 



Accumulated depreciation, computer 



Motor van at cost 



Accumulated depreciation, motor van 



Sales Ledger control account 



Purchase Ledger control account 



Allowance for doubtful debts 



Bank 



Cash 



VAT (sales tax) 



Drawings 



Capital 



Suspense 



TOTAL 




Data 

The following adjustments need to be made for the year ended 31 October 20X2. 

(a) Inventory was valued at cost on 31 October 20X2 at £38,540. 

(b) Depreciation needs to be provided as follows: 

Computer equipment - 33 j% per annum diminishing (reducing) balance method. 

Motor van - 20% per annum straight line method. 

(c) Discount allowed of £68 had been debited to the discount received account. 

(d) An irrecoverable debt of £330 should be written off. 

(e) The allowance for doubtful debts should be adjusted to 2% of the outstanding 
receivables. 


KAPLAN PUBLISHING 


79 




AAT : ADVANCED BOOKKEEPING 


Task 2 

Prepare journal entries to record the above adjustments, using the blank journal below. 
Dates and narratives are not required. 


JOURNAL 



Dr 

£ 

Cr 

£ 



























































Data 

After completion of the journals, you find the following errors: 

(a) The net column of the sales day book had been undercast by £1,200. 


(b) Credit purchases of £1,231 had been correctly debited to the purchases account, but had 
been credited to the payables control account as £2,131. Any VAT (sales tax) implications 
are to be ignored. 

(c) A payment to a payable of £680 had been credited to both the payables control account 
and the bank account. 
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Task 3 

Using the account below, show the debits and credits to the suspense account to correct the 
errors. 

Suspense account 
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65 BK 

The bookkeeping system of a sole trader is not computerised, and at 30 September 20X8 the 

bookkeeper was unable to balance the accounts. 

The trial balance totals were as follows. 

Debit £1,796,100 

Credit £1,852,817 

He opened a suspense account for the difference and began to check through the accounting 

records to find the difference. He found the following errors and omissions. 

(i) £8,980, the total of the sales returns book for September 20X8, had been credited to the 
purchases returns account. 

(ii) £9,600 paid for an item of plant purchased on 1 April 20X8 had been debited to plant 
repairs account. The business depreciates its plant at 20% per annum on the straight line 
basis, with proportional depreciation in the year of purchase. 

(iii) The cash discount totals for the month of September 20X8 had not been posted to the 
general ledger accounts. The figures were as follows. 

Discount allowed £836 

Discount received £919 

(iv) £580 insurance prepaid at 30 September 20X7 had not been brought down as an opening 
balance. 

(v) The balance of £38,260 on the telephone expense account had been omitted from the 
trial balance. 


Task 

Open a suspense account for the difference between the trial balance totals. Prepare the 
journal entries necessary to correct the errors and eliminate the balance on the suspense 
account. Narratives are not required. Write up the suspense account. 
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CHAPTER 14 

THE EXTENDED TRIAL BALANCE - IN ACTION 

66 ETB (3) 


Given below is an extract from an extended trial balance: 



Trial balance 

Adjustments 

SPL 

SFP 


Dr 

Cr 

Dr 

Cr 

Dr Cr 

Dr Cr 


£ 

£ 

£ 

£ 

£ £ 

£ £ 

Capital 


40,000 





Plant and 







machinery 







at cost 

84,000 






Accumulated 







depreciation 


22,000 


6,000 



Drawings 

13,000 


1,000 




Inventory 

10,000 


12,000 

12,000 



Allowance for 







doubtful debts 


1,000 


300 



Rent 

8,000 


600 




Sales returns 

400 






Bank 


2,000 





Irrecoverable debts 

500 


300 




Insurance 

2,400 



400 



VAT (sales tax) 


3,000 





Depreciation 







expense 



6,000 




Suspense 

1,000 



1,000 



Accruals 




600 



Prepayments 



400 




You are required to extend each of the balances into statement of profit or loss or statement of 


financial position columns as appropriate. 
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67 ETB (4) 

Daniel James is the proprietor of Sleep Easy, a business which buys and sells bedroom furniture. 

• The year end is 31 May 20X1. 

• You are employed to assist with the book-keeping. 

• The business currently operates a manual system consisting of a general ledger, a sales 
ledger and a purchases ledger. 

• Double entry takes place in the general ledger. Individual accounts of receivables and 
payables are kept in memorandum accounts. 

• You use a purchases day book, a sales day book, a purchases returns day book and a sales 
returns day book. Totals from the day books are transferred into the general ledger. 

At the end of the financial year on 31 May 20X1, the balances were extracted from the general 
ledger and entered into an extended trial balance as shown below. 

It was found that the total of the debit column of the trial balance did not agree with the total 
of the credit column. The difference was posted to a suspense account. 

Task 

Make appropriate entries in the adjustment columns of the extended trial balance to take 
account of the following: 

(a) Depreciation needs to be provided as follows: 

Motor vehicles - 15% per annum diminishing (reducing) balance method. 

Fixtures and fittings - 20% per annum straight line method. 

(b) The bank loan was taken out on 1 June 20X0. Interest is charged at 7.5% per annum. 

(c) Rent payable is £6,500 per month. 

(d) The allowance for doubtful debts should be adjusted to 5% of the receivables. 

(e) Inventory was valued at cost on 31 May 20X1 at £98,400. 
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SLEEP EASY - EXTENDED TRIAL BALANCE AS AT 31 MAY 20X1 


DESCRIPTION 

LEDGER BALANCE 

ADJUSTMENTS 


Dr 

Cr 

Dr 

Cr 


£ 

£ 

£ 

£ 

Capital 


150,750 



Sales 


757,210 



Sales returns 

2,850 




Purchases 

439,400 




Purchases returns 


5,090 



Inventory at 1 June 20X0 

112,410 




Rent 

71,500 




Wages 

185,400 




Insurance 

6,900 




Motor expenses 

10,790 




Motor vehicles (MV) at cost 

101,850 




Accumulated depreciation (MV) 


38,150 



Fixtures and Fittings (F&F) at cost 

31,300 




Accumulated depreciation (F&F) 


6,330 



Drawings 

31,000 




Irrecoverable debts 

2,500 




Allowance for doubtful debts 


6,050 



Receivables (SL) control account 

78,780 




Payables (PL) control account 


38,220 



Bank 

5,680 




VAT (sales tax) 


8,800 



Bank loan 


60,000 



Bank interest 

3,750 




Suspense 


13,510 



Depreciation 





Closing inventory - SPL 





Closing inventory - SFP 





Allowance for doubtful debts - adjustment 





Loan interest owing 





Other accruals 





TOTALS 

1,084,110 

1,084,110 
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68 KELLY 

Kelly Wainwright is the proprietor of KW Enterprise, a business that buys and sells carpets and 
other floor coverings. 

• The financial year end is 31 October 20X1. 

• You are employed by Kelly Wainwright to assist with the bookkeeping. 

• The business currently operates a manual system consisting of a general ledger, a sales 
ledger and a purchases ledger. 

• Double entry takes place in the general ledger. Individual accounts of receivables and 
payables are kept in memorandum accounts. 

• You use a purchases day book, a sales day book, a purchases returns day book and a sales 
returns day book. Totals from the various columns of the day books are transferred into 
the general ledger. 

At the end of the financial year on 31 October 20X1, the balances were extracted from the 
general ledger and entered in an extended trial balance as shown below. 

It was found that the total of the debit column of the trial balance did not agree with the total 
of the credit column. The difference was posted to a suspense account. 

Task 

Make appropriate entries in the adjustment columns of the extended trial balance below to 
take account of the following: 

(a) Depreciation needs to be provided as follows: 

Motor vehicles - 25% per annum diminishing (reducing) balance method. 

Fixtures and fittings - 15% per annum straight line method. 

(b) Rent payable is £3,000 per month. 

(c) An invoice relating to goods received by KW Enterprise on 29 October 20X1 had not been 
entered in the accounts. The invoice totalled £2,400, including VAT (sales tax) at 20%. 
The goods have been included in the inventory valuation on 31 October 20X1. 

(d) Inventory was valued at cost on 31 October 20X1 at £30,040. This includes £625 which is 
the cost of a carpet that is dirty and needs cleaning. The cost of cleaning it will be £50, 
and the carpet can then be sold for £300. 

(e) On reviewing the receivables, Kelly Wainwright decides that £300 should be written off. 
The allowance for doubtful debts should be 4% of the outstanding receivables. 
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K W Enterprise 

Trial balance as at 31 October 20X1 


DESCRIPTION 

LEDGER BALANCE 

ADJUSTMENTS 


Dr 

Cr 

Dr 

Cr 


£ 

£ 

£ 

£ 

Capital 


61,280 



Sales 


487,360 



Sales returns 

8,900 




Purchases 

286,330 




Purchases returns 


650 



Inventory at 1 November 20X0 

25,870 




Rent 

33,000 




General expenses 

87,700 




Motor expenses 

28,540 




Irrecoverable debts 

1,220 




Allowance for doubtful debts 


3,200 



Motor vehicles (MV) at cost 

36,000 




Accumulated depreciation (MV) 


19,560 



Fixtures and fittings (F&F) at cost 

57,020 




Accumulated depreciation (F&F) 


34,580 



Drawings 

30,000 




Receivables (SL) control account 

56,550 




Payables (PL) control account 


31,500 



Bank 


2,700 



VAT (sales tax) 


10,070 



Suspense 


230 



Depreciation 





Allowance for doubtful debts - adjustment 





Closing inventory - SPL 





Closing inventory - SFP 





Accruals 





TOTALS 

651,130 

651,130 
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CHAPTER 1 

DOUBLE ENTRY BOOKKEEPING 

1 ACCOUNTING EQUATION 

The accounting equation states that: 

Assets minus Liabilities = Capital + Profit - Drawings 

Assets are items owned and used by a business. 

Liabilities are amounts owed by a business. 

Capital is the amount that the owner has invested in the business. The business 

owes this amount back to the owner. 

Profit this is the net profit for the year as per the Statement of profit or loss. 

Drawings these are the funds withdrawn or expenses made by the business for the 

owner's own personal use. 
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Bank account 


Capital 

£ 

13,000 

Purchases 

Sales 

600 

Rent 

Receivables 

4,000 

Fixtures and fittings 

Balance b/d 

17,600 

12,060 

Advertising 

Payables 

Drawings 

Balance c/d 


Capital account 


Purchases account 


Bank 


f 

Payables 

3,000 

Balance c/d 5,1 


5,000 

5/ 

Balance b/d 

5,000 



Rent account 


Payables account 


Bank 

1,800 

Purchases 3,1 

Balance c/d 

1,200 



3,000 

3,1 



Balance b/d 1,. 


Fixtures and fittings account 
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Sales account 



£ 


£ 



Bank 

600 

Balance c/d 

6,600 

Receivables 

6,000 


6,600 


6,600 



Balance b/d 

6,600 


Advertising account 



£ 


£ 

Bank 

40 




Receivables account 



£ 


£ 



Bank 

4,000 

Sales 

6,000 

Balance c/d 

2,000 


6,000 


6,000 

Balance b/d 

2,000 




Drawings account 



£ 


£ 

Bank 

400 
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DONALD 

£ 

£ 

SPL or SF 

Capital at 1 April 20X0 


127,379 

SFP 

Freehold factory at cost 

430,000 


SFP 

Machinery at cost 

151,000 


SFP 

Inventory at 1 April 20X0 

45,000 


SPL 

Drawings 

31,300 


SFP 

Discounts received 


6,430 

SPL 

Discounts allowed 

7,920 


SPL 

Sales 


381,600 

SPL 

Bank charges 

473 


SPL 

Purchases 

198,200 


SPL 

Receivables 

18,720 


SFP 

Bank loan 


280,000 

SFP 

Payables 


94,680 

SFP 

Purchases returns 


7,560 

SPL 

Advertising 

3,420 


SPL 

Administration expenses 

42,480 


SPL 

Sundry expenses 

55,150 


SPL 

Sales returns 

12,600 


SPL 

Cash in hand 

250 


SFP 

Bank overdraft 


98,864 

SFP 


996,513 996,513 
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4 ALISTAIR 


(a) and (b) 


Bank account 



£ 


£ 

Capital 

25,000 

Motor van 

13,400 

Sales 

2,800 

Rent 

840 

Receivables 

2,900 

Rates 

120 

Sales 

750 

Purchases 

800 



Wages 

260 



Payables 

3,250 



Fixtures and fittings 

1,000 



Drawings 

500 



Insurance 

320 



Balance c/d 

10,960 


31,450 


31,450 

Balance b/d 

10,960 




Capital account 




£ 


£ 



Bank 

25,000 


Motor van account 



£ 


£ 

Bank 

13,400 




Rent account 



£ 


£ 

Bank 

840 




Purchases account 



£ 


£ 

Payables 

3,400 



Bank 

800 



Payables 

1,800 

Balance c/d 

6,000 


6,000 


6,000 

Balance b/d 

6,000 
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£ 

Purchases returns 

300 

Bank 

3,250 

Discounts received 

150 

Balance c/d 

1,500 


5,200 


Payables account 


300 I Purchases 


Balance c/d 


| Balance b/d 

Rates account 


£ 

120 

Sales account 


£ 

Bank 

Receivables 
Receivables 
8,950 Bank 


8,950 

Balance b/d 

Receivables account 


£ 

3,100 Bank 

2,300 Discounts allowed 
Sales returns 
Balance c/d 





5,400 


Balance b/d 


2,200 | 

Purchases returns account 


£ 
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Discounts allowed account 


£ 

Receivables 200 

Sales returr 

£ 

is account 

£ 

Receivables 100 

Discounts rece 

£ 

ived account 

£ 

Fixtures and fit 

£ 

Payables 150 

tings account 

£ 

Bank 1,000 

Drawings 

£ 

account 

£ 

Bank 500 

Insurance 

1 

£ 

account 

1 


Bank 

320 | 


(c) Trial balance 

£ 

£ 

Bank 

10,960 


Capital 


25,000 

Motor van 

13,400 


Rent 

840 


Purchases 

6,000 


Payables 


1,500 

Rates 

120 


Sales 


8,950 

Receivables 

2,200 


Purchases returns 


300 

Wages 

260 


Discounts allowed 

200 


Sales returns 

100 


Discounts received 


150 

Fixtures and fittings 

1,000 


Drawings 

500 


Insurance 

320 



35,900 

35,900 
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CHAPTER 2 

ACCOUNTING FOR VAT AND PAYROLL 

5 HARRY 


Sales account 



£ 


£ 



Bank 

2,200 



Receivables (3,840 x 100/120) 

3,200 


Bank account 



£ 


£ 

Sales/VAT (sales tax) 

2,640 

Purchases/VAT (sales tax) 

1,680 


Receivables account 



£ 


£ 

Sales/VAT (sales tax) 

3,840 




VAT (sales tax) account 



£ 


£ 

Payables (1,800x20/120) 

300 

Bank 

440 

Bank (1,400 x 20%) 

280 

Receivables (3,840 x 20/120) 

640 

Balance c/d 

500 




1,080 


1,080 



Balance b/d 

500 


Purchases 

account 



£ 


£ 

Payables (1,800 x 100/120) 

1,500 



Bank 

1,400 




Payables account 


£ 

£ 


| Purchases/VAT (sales tax) 1,800 

The credit balance remaining on the VAT (sales tax) account is the amount of VAT (sales tax) 
owed to the tax authorities (HM Revenue and Customs). 
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6 AB LTD 

(a) £2,000x0.2 = £400 

(b) £456.78x0.2 = £91.35 

(Note how VAT (sales tax) is rounded down to the nearest penny.) 

(c) £4,800 x _?2_= £800 

120 

(d) £1,000x0.2 = £200 
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7 PYRAMID 

(i) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

S 

Wages expense 

38,000 

V' 


Wages control 

38,000 


S 


(ii) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

•/ 

HM Revenue and 

13,600 



Customs 




Wages control 

13,600 

V' 



(iii) 


Account name 

Amount 

Debit 

Credit 


£ 

•/ 

S 

Bank 

23,400 


S 

Wages control 

23,400 




(iv) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

S 

Pension 

1,000 


S 

Wages Control 

1,000 

S 



Proof (not required to answer the question correctly): 


Wages Control 


HM Revenue & Customs 

13,600 

Wages Expense 

38,000 

Bank 

23,400 



Pension 

1,000 




38,000 


38,000 
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8 TOWER 

(i) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

S 

Wages expense 

67,000 

V' 


Wages control 

67,000 


S 


(ii) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

•/ 

HM Revenue and 

28,000 



Customs 




Wages control 

28,000 

V' 



(iii) 


Account name 

Amount 

Debit 

Credit 


£ 

•/ 

S 

Bank 

37,000 


S 

Wages control 

37,000 




(iv) 


Account name 

Amount 

Debit 

Credit 


£ 

S 

S 

Pension 

2,000 


S 

Wages Control 

2,000 

S 



Proof (not required to answer the question correctly): 


Wages Control 


HM Revenue & Customs 

28,000 

Wages Expense 

67,000 

Bank 

37,000 



Pension 

2,000 




67,000 


67,000 
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CHAPTER 3 

CAPITAL AND REVENUE EXPENDITURE 

9 CAPEX 

(i) Cost of annual repairs to building - revenue expenditure - these are ongoing repairs 
rather than a significant improvement of the building and therefore should be treated as 
revenue expenditure. 

(ii) A large company purchasing an office calculator for £12.00 - revenue expenditure - even 
though the calculator is technically a non-current asset on the grounds of materiality it 
would be treated as revenue expenditure. 

(iii) The replacement of the engine in a machine which will extend the machine's life by four 
years - capital expenditure - this expenditure will enhance the economic benefits of the 
machine and therefore the costs would be capitalised. 
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10 CAR 

Car at cost 







ANSWERS 


CHAPTER 4 
DEPRECIATION 

11 DEPRECIATION 

Depreciation is the measure of the cost of the economic benefits of tangible non-current assets that 
have been consumed during a period. This includes the wearing out, using up or other reduction in the 
useful economic life of a tangible non-current asset whether arising from use, effluxion of time or 
obsolescence through either changes in technology or demand for goods and services produced by 
the asset. 
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12 BOB 

(a) Straight line depreciation charge 

Depreciation for the year ended 31 December 20X3 

(b) Diminishing (reducing) balance depreciation 

Cost 

Depreciation to 31 Dec 20X1 (48,000 x 25%) 


36,000 
(9,000) 

Carrying amount at 31 Dec 20X2 27,000 

Depreciation to 31 Dec 20X3 (27,000 x 25%) (6,750) 

20,250 

Depreciation for the year ended 31 December 20X3 £ 6,750 


Carrying amount at 31 Dec 20X1 
Depreciation to 31 Dec 20X2 (36,000 x 25%) 
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13 SULLY 


Machine at cost 


£ 


£ 

20X2 




1 June Bank 

28,000 




Depreciation expense 


20X2 

£ 


£ 

30 Sept Accumulated depn (W) 

2,000 

Statement of profit or loss account 

2,000 

20X3 




30 Sept Accumulated depn 

6,000 

Statement of profit or loss account 

6,000 

20X4 




30 Sept Accumulated depn 

6,000 

Statement of profit or loss account 

6,000 


Accumulated depreciation 


20X2 

30 Sept Balance c/d 

£ 

2,000 

30 Sept Depreciation expense 

£ 

2,000 


2,000 


2,000 

20X3 

30 Sept Balance c/d 

8,000 

20X3 

Balance b/d 

30 Sept Depreciation expense 

2,000 

6,000 


8,000 


8,000 

20X4 

Balance c/d 

14,000 

20X4 

Balance b/d 

30 Sept Depreciation expense 

8,000 

6,000 


14,000 


14,000 



Balance b/d 

14,000 
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Statement of financial position extracts 



Cost 

Accumulated depreciation 

CA 


£ 

£ 

£ 

30 September 20X2 

Machine 

28,000 

2,000 

26,000 

30 September 20X3 

Machine 

30 September 20X4 

28,000 

8,000 

20,000 

Machine 

28,000 

14,000 

14,000 

Working 




Depreciation charges: 




To 30 September 20X2 

= 

28,000 - 4,000 4 

x 4 

4 12 



= 

£2,000 


To 30 September 20X3 

= 

28,000 - 4,000 12 

x 14 

4 12 



= 

£6,000 


To 30 September 20X4 

= 

£6,000 
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14 NEMO 

Workings for depreciation calculations: 

Year ended 31 December 20X6 

(2,700 hours/20,000 hours) x (£15,000 - £2,000) = £1,755 
Year ended 31 December 20X7 

(4,500 hours/20,000 hours) x (£15,000 - £2,000) = £2,925 

Year ended 31 December 20X8 

(5,300/20,000 hours) x (£15,000 - £2,000) = £3,445 


Machine at cost 


£ 


£ 

20X6 




1 January Bank 

15,000 




Depreciation charges 


20X6 

£ 


£ 

30 Sept Accumulated dep'n 

1,755 

Statement of profit or loss account 

1,755 

20X7 




30 Sept Accumulated dep'n 

2,925 

Statement of profit or loss account 

2,925 

20X8 




30 Sept Accumulated dep'n 

3,445 

Statement of profit or loss account 

3,445 
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Accumulated depreciation 


20X6 

31 December Balance c/d 

£ 

1,755 

20X6 

31 December Dep'n charges 

£ 

1,755 


1,755 


1,755 

20X7 

31 December Balance c/d 

4,680 

20X7 

Balance b/d 

31 December Dep'n charges 

1,755 

2,925 


4,680 


4,680 

20X8 

31 December Balance c/d 

8,125 

20X8 

Balance b/d 

31 December Dep'n charges 

4,680 

3,445 


8,125 


8,125 



Balance b/d 

8,125 
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CHAPTER 5 

DISPOSAL OF CAPITAL ASSETS 

15 MIKE 

(a) Annual depreciation charge = £8,400x 15% 

= £1,260 

£ 

Cost 8,400 

Less: depreciation (1,260 x 19/12) (1,995) 


Carrying amount 6,405 


The asset was owned for a total of 19 months between 1 May 20X0 and 1 December 
20X1. As it was sold on the 1 December 20X1 i.e. at the beginning of the month, that 
month does not incur a depreciation charge. If the asset had been sold on the 
31 December 20X1 there would be a month's depreciation for December 20X1. 

(b) Loss on disposal = £6,405 - £6,000 

= £405 

A loss on disposal was made as the sales proceeds were £405 less than the carrying 
amount. 
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RANDALL 


Cost 

Year 1 depreciation (16,000 x 40%) 

£ 

16,000 

(6,400) 

Carrying amount 

Year 2 depreciation (9,600 x 40%) 

9,600 

(3,840) 

Carrying amount 

Year 3 depreciation (5,760 x 40%) 

5,760 

(2,304) 

Carrying amount 

3,456 


Disposal account 



£ 


£ 

Asset at cost 

16,000 

Accumulated depreciation 




(6,400 + 3,840 + 2,304) 

12,544 



Proceeds - Bank 

3,000 



Loss on disposal 

456 


16,000 


16,000 


The carrying amount at the time of disposal was £3,456 therefore if we received disposal 
proceeds of £3,000, we have made a loss of £456. 
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17 SPENCER 


Depreciation charge - old car 


Depreciation charge - new car 


£15,800 -£3,800 

4 


£3,000 per annum 
£17,000 -£7,000 

4 


= £2,500 per annum 

The value of the new car is £17,000 - paid by cheque £12,000 and the remaining £5,000 was a 
part exchange amount for the old car. 


Car at cost 



£ 


£ 

Balance b/d 

15,800 

Disposal 

15,800 

New car-disposal 

5,000 



bank 

12,000 

Balance c/d 

17,000 


32,800 


32,800 

Balance b/d 

17,000 




Car accumulated depreciation 



£ 


£ 

Disposal 

9,000 

Balance b/d (3,000 x 3) 

9,000 

Balance c/d 

2,500 

Depreciation expense - new car 

2,500 


11,500 


11,500 



Balance b/d 

2,500 


Disposal account 




£ 


£ 

Car at cost 

15,800 

Accumulated depreciation 

9,000 



Proceeds - part exchange 

5,000 



Loss on disposal 

1,800 


15,800 


15,800 


The old car had a carrying amount of £6,800, instead of receiving disposal proceeds, a part 
exchange allowance of £5,000 was given. As the part exchange allowance given is less than the 
carrying amount of the car, a loss of £1,800 was made. 
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CHAPTER 7 

FINANCIAL STATEMENTS AND ACCOUNTING CONCEPTS 

18 ETHICAL PRINCIPLES 1 

They are all fundamental ethical principles that you should apply in all of your work. 
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19 ETHICAL PRINCIPLES 2 

Professional competence. 
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20 SCENARIOS 
Scenario A 

The fundamental principle involved here is confidentiality. 

Information relating to clients is strictly confidential and should not be used for your own 
benefit or that of others. In general, client information should not be disclosed without the 
client's consent unless there is a legal right or duty to disclose. 

You should therefore say nothing to your friend. 

Scenario B 

The fundamental principle involved here is objectivity. 

A close personal relationship with an officer of a client company is a threat to objectivity. 

You must therefore disclose the relationship to your firm without delay. The situation may not 
be too serious if: 

• the relationship is distant. 

• you are not involved in work for that client. 

• it is not an audit assignment. 

Scenario C 

The fundamental principle involved here is confidentiality. 

This might seem like a godsend for your client but it would be improper to use or disclose any 
information contained in the fax. 

You should contact the sender and offer to destroy or return the document. The competitor 
may worry about the information being misused and therefore re-think their strategy in relation 
to the court case but that is not your concern. 

Scenario D 

The fundamental principle involved here is professional behaviour. 

Your duty as a professional accountant is to ensure that any document with which you are 
associated is as accurate and objective as possible - in other words 'true and fair'. You should 
not allow anyone to be misled into believing that you have authorised or sanctioned a 
document you believe to be misleading. 

Therefore, you should discuss the matter with the Chairman and impress upon him your 
professional duties. Remind him that he might be committing a criminal offence if he 
deliberately falsifies an accounting document. 

Do not sign any document with which you are unhappy. 

If pressed to the extreme, you may have to resign and claim unfair dismissal. 
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21 GREGOR 

(a) Integrity 

(b) Confidentiality 

(c) Divulge the information to neither party and resign from acting for either party 
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CHAPTER 8 

ACCOUNTING FOR INVENTORY 

22 SLEEP EASY 

(a) Decrease - if prices are gradually rising throughout the year, under FIFO the more 
expensive items remain in inventory at the year-end as the less expensive goods are the 
first in and the first out. Under LIFO, the last goods in (with a higher price) are the first 
goods out. The less expensive items remain in inventory which causes there to be a 
decrease in the closing inventory balance - this causes there to be a higher cost of sales 
which means the profit is less. 

(b) False - The last-in-first out method, which used to be common, is not permitted by IAS 2. 
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23 ELROY 


Inventory value originally 


£1,036,498 

(a) Loss in value: Cost 

NRV 



(b) Loss in value: Cost 

NRV (£1,600-£400) 
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24 COMPUTERS 

(a) IAS 2 - Lower of cost and net realisable value 

Net realisable value = £1,750-350 

= £1,400 


(b) £ 

Original valuation 38,450 

Less: write down of computer (2,100 - 1,400) (700) 

Closing inventory valuation 37,750 
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CHAPTER 9 

IRRECOVERABLE AND DOUBTFUL DEBTS 

800 

800 


25 SUSAN 

Dr Allowance for doubtful debt (SFP) (£4,300 - £3,500) 
Cr Allowance for doubtful debt - adjustment (SPL) 
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26 DD 

Allowance for doubtful debts required: 
(£120,000-£2,500) x 4% = 4,700 

Opening allowance 4,300 


Increase in allowance 400 


£ 

2,500 

400 

debt allowance. 


Journal entry 

£ 

Debit Irrecoverable debts expense (SPL) 2,500 

Debit Allowance for doubtful debts - adjustment (SPL) 400 
Credit Sales ledger control account (SFP) 

Credit Allowance for doubtful debts (SFP) 

Being the write off of an irrecoverable debt and increase in doubtful 
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27 SOLE TRADER 

Allowance for doubtful debts required: 

(£64,500-£1,500) x 2% = 1,260 

Opening allowance 1,560 

Decrease in allowance 300 


Journal entry 

Debit Irrecoverable debts expense 
Credit Receivables (SLCA) 

Being the write off of an irrecoverable debt. 

Debit Allowance for doubtful debts 

Credit Allowance for doubtful debts adjustment 


£ £ 
1,500 

1,500 

300 

300 


Being the decrease of the allowance for doubtful debts. 

Receivables account (SLCA) - SFP 



Allowance for doubtful debts adj. 300 Opening balance 1,560 

Balance c/d (63,000 x 2%) 1,260 


1,560 1,560 

Balance b/d 1,260 

Irrecoverable debts expense - SPL 
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EMILY & CO 


Allowance required: 

£ 

Receivables 

90,400 

Less: irrecoverable debt 

(2,100) 

Less: specific allowance 

(2,300) 


86,000 

General allowance 86,000 x 3% 

2,580 

Specific allowance 

2,300 


4,880 

Opening allowance 

(4,000) 

Increase in allowance 

880 


Allowance for dou 

btful debts - SFP 


£ 


£ 

Balance c/d 

4,880 

Opening balance 

4,000 



Allowance for doubtful debts adj 

880 


4,880 


4,880 



Balance b/d 

4,880 


Irrecoverable debts expense - SPL 



£ 


£ 

Receivables 

2,100 

Statement of profit or loss (SPL) 

2,100 


2,100 


2,100 


Allowance for doubtful debts adjustment - SPL 

£ 

Allowance for doubtful debts 880 Statement of profit or loss (SPL) 


880 


£ 

880 


880 


Statement of financial position extract: 

£ 

Receivables (90,400 - 2,100) 88,300 

Less: allowance (4,880) 


Net receivables 83,420 
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CHAPTER 10 

CONTROL ACCOUNT RECONCILIATIONS 

29 KW ENTERPRISE 


£ 


Total from purchase 

ledger list of balances 

33,770 

Adjustment for (a) 

add 

290 

Adjustment for (b) 

add 

960 

Adjustment for (c) 

subtract 

(80) 

Adjustment for (d) 

subtract 

(1,000) 

Adjustment for (e) 

subtract 

(90) 

Revised total to agree with purchase ledger control account 

33,850 
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30 KELLY 

MEMO 

To: Kelly Wainwright 

From: Accounting Technician 

Date: 1 June 20X2 

Subject: Purchases ledger control account reconciliation 

Purpose of the purchases ledger 

The purchases ledger is a collection of individual memorandum ledger accounts for each 
individual payable of the business. The purpose of the purchases ledger is to provide 
information about the amount owed to each individual payable. 

Double entry 

The purchases ledger is completely separate from the general (main) ledger and is not part 
of the double entry accounting system. 

Purpose of the purchases ledger control account 

The purchases ledger control account is the account where the total of transactions with 
payables is recorded. 

Double entry 

This is part of the double entry accounting system and the totals from the purchases day 
book and cash payments book are posted to this account. 

Purchases ledger control account reconciliation 

A purchases ledger control account reconciliation is a comparison of the balance on the 
purchases ledger control account with the total of the individual balances in the purchases 
ledger. The reason for carrying out the reconciliation is to check on the accuracy of both 
the individual entries in the payables' accounts in the purchases ledger and on the accuracy 
of the totals posted to the purchases ledger control account. If the two totals are not equal 
then there must be an error or errors and this reconciliation is one method of finding and 
correcting those errors. 

I hope this information has been useful. 
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31 BISHOP 




Dr 

Cr 



£ 

£ 

(a) 

Sales 

180 



Sales ledger control account 


180 


Receivables individual ledger (subsidiary ledger) 


180 

(b) 

Receivables individual ledger (subsidiary ledger) 

800 


(c) 

Discounts allowed 

70 



Sales ledger control account 


70 


Receivables individual ledger (subsidiary ledger) 


70 

(d) 

Sales 

198 



Sales ledger control account 


198 


Receivables individual ledger (subsidiary ledger) 


198 

(e) 

Purchases ledger control account 

600 



Sales ledger control account 


600 


Payables individual ledger (subsidiary ledger) 

600 



Receivables individual ledger (subsidiary ledger) 


600 

(f) 

Receivables individual ledger (subsidiary ledger) 


160 
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AAT : ADVANCED BOOKKEEPING 


CHAPTER 11 

BANK RECONCILIATIONS 

32 BANK REC (1) 

C 

Items shown in the bank statement that should subsequently be recorded in the cash book are 
items that the business does not learn about until it receives the bank statement. These include 
bank charges, dishonoured cheques and standing orders and direct debit payments. 
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33 OMEGA 
C 


Overdraft per bank statement 
Outstanding cheque payments 


£ 

( 68 , 100 ) 

(41,800) 


(109,900) 

Deposits not yet credited by bank 141,200 


Balance per cash book 


31,300 
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AAT : ADVANCED BOOKKEEPING 


34 BANK REC (2) 

(a) should say'minus'. 

(b) should say'plus'. 

The proforma should look as follows: 


£ 

Balance per bank statement X 

Minus: Unpresented cheques (X) 

Plus: Uncleared lodgements X 

Balance per cash book X 
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35 BANK REC (3) 

The direct debit payment should be entered into the cash book, and from there into the 
relevant expense account in the general ledger. For example, if it is a £100 payment for rent, 
the payment should be entered as a £100 payment on the credit side of the cash book (i.e. in 
the cash payments book) and as a £100 expense on the debit side of the rental expense ledger 
account. 
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AAT : ADVANCED BOOKKEEPING 


36 BANK REC (4) 

The £500 paid in on the day of the reconciliation statement is an example of an uncleared 
lodgement and should be included as such on the face of the bank reconciliation statement. 
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CHAPTER 12 

ACCRUALS AND PREPAYMENTS 

37 TURNER 

£1,400/7 x 5 = £1,000 
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39 SOPHIE 


Administration expenses (SPL) 


Date 

Detail 

£ 

Date 

Detail 

£ 

31.12.06 

Bank 

4,000 

31.12.06 

Expense for the year 

3,500 





(SPL) 





31.12.06 

Prepaid expenses 

500 









4,000 



4,000 








Prepaid expenses (SFP) 


Date 

Detail 

£ 

Date 

Detail 

£ 

31.12.06 

Administration 

500 

31.12.06 

Balance c/d 

500 


expenses 













500 



500 

01.01.07 

Balance b/d 

500 
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40 TIG 


Electricity account 


20X2 


£ 

20X2 

£ 

14 Mar 

Bank 

300 

1 Jan 

Reversal of accrued expenses 100 

13 June 

Bank 

280 



15 Sept 

Bank 

190 



12 Dec 

Bank 

310 



31 Dec 

Accrued expenses 

120 

31 Dec 

Statement of profit or loss 1,100 



1,200 


1,200 




20X3 





1 Jan 

Reversal of accrued expenses 120 


The payment on 14 March 20X2 was for £300 but related to the 3 months to 28 February, 
i.e. 1 month out of those 3 months related to the prior year - December 20X1. There was an 
opening accrual of £100; this is the electricity expense related to the prior year. Although we 
need to record the bank payment for electricity of £300, when calculating the statement of 
profit or loss expense for the year ended 31 December 20X2, we must reduce this by £100 (the 
opening accrual). Therefore, only £200 of the £300 payment on 14 March 20X2 is recognised as 
an expense in the current year. 

All of the payments from 13 June to 12 December relate to the current year and need to be 
recognised as part of the statement of profit or loss expense. 

The estimated electricity usage for December 20X2 is £120. This should be accounted for as part 
of the current year's expense and therefore we enter it as a closing accrual. 
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41 TAG 


Insurance account 



£ 


£ 



Statement of profit or loss 

2,900 

Bank 

3,200 

Prepaid expenses (1,200 x 3/12) 

300 


3,200 


3,200 

Reversal of prepaid expenses 

300 




The business paid insurance of £3,200. This included £1,200 relating to insurance for the year 
ended 30 June 20X3 (i.e. 1 July 20X2 to 30 June 20X3). Although the whole of £1,200 was paid 
during the current year (to 31 March 20X3), 3 months of this (1 April 20X3 to 30 June 20X3) 
relate to the following year. The expense equivalent to 3 months pro-rated of the total should 
be adjusted for as a closing prepayment. The reversal of the prepaid expense is made at the 
beginning of the next financial period. 
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42 TOG 


Rental income account 



£ 


£ 

Reversal of accrued income 

1,000 

Bank 

5,500 

Statement of profit or loss 

6,000 

Accrued income 

1,500 


7,000 


7,000 

Reversal of accrued income 

1,500 




The £5,500 received during the year ended 31 December 20X2 has been recorded within the 
rental income account. However, at the beginning of the year there was an opening accrued 
income balance of £1,000. This means that income was earned in the prior year but is only now 
being received in the current year. Income is recognised as it is earned and so this £1,000 of 
income would have already been accounted for in the prior year. We therefore need to adjust 
the income recognised in the current year by this amount - this is referred to as a reversal of 
accrued income. 

The annual rental income is £6,000; therefore this should be the amount we recognise as 
income in the statement of profit or loss. If we take away the £1,000 opening accrued income 
from the receipt of £5,500 it shows us that only £4,500 has been received in relation to the 
current year's rental income. As we are due £6,000 for the year, a closing accrued income 
adjustment should be made for £1,500. At the beginning of the next financial period this 
balance will again be reversed. 
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43 DORY 

(a) Calculate the value of the adjustment required for rental expenses as at 30 April 20X5. 
£6,950 (Calculated as: (8/12 x £3,000) + (11/12 x £5,400) 

(b) Update the rental expenses account. 

Rental expenses 


Reversal of prepaid expenses 

1,500 

Prepaid expenses 

6,950 

Bank 

12,500 

Statement of profit or loss 

7,050 






14,000 


14,000 
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AAT : ADVANCED BOOKKEEPING 


CHAPTER 13 

SUSPENSE ACCOUNTS AND ERRORS 


44 JOHN 

(a) 


Debit 

£ 

200 


Credit 

£ 


Purchases 

Payables' ledger control account 200 

Being correction of undercast of purchases day book. 

(No effect on suspense account as control account is the double entry. However, 
the error should have been found during the reconciliation of the control account.) 

Machinery 150 

Purchases 150 

Being adjustment for wrong entry for machinery purchased. 

(No effect on suspense account). 

Suspense account 260 

Discount received 260 

Being correction of discounts received entered on wrong side of account. 

Suspense account 18 

Rates 18 

Being correction of transposition error to rates account. 

Drawings 45 

Suspense account 45 

Being completion of double entry for drawings. 

Opening inventory (per TB) 1,200 

Suspense account 1,200 

Being inclusion of opening inventory in the trial balance. 

(There is no double entry for this error in the ledger as the mistake was to omit the 
item from the trial balance) 
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(b) 


Suspense account 



£ 


£ 

Difference in trial balance (bal fig) 

967 

Drawings 

45 

Discounts received 

260 

Inventory per trial balance 

1,200 

Rates 

18 




1,245 


1,245 


The question did not state the suspense balance and therefore this was found to be the 
balancing figure after entering all the required suspense account postings (as per 
part (a)). 
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AAT : ADVANCED BOOKKEEPING 


45 SLEEP EASY 


Task 1 


JOURNAL 

Dr 

£ 

Cr 

£ 

(a) Motor expenses 

150 


Motor vehicle at cost 


150 

(b) Suspense 

400 


VAT (sales tax) account 


400 

(c) Disposal account 

11,000 


Fixtures and fittings at cost 


11,000 

Accumulated depreciation (F&F) 

4,400 


Disposal account 


4,400 

Suspense 

7,000 


Disposal account 


7,000 

Disposal account 

400 


Statement of profit or loss account 
(gain) 


400 

(d) Suspense 

3,600 


Sales 


3,600 

(e) Suspense 

2,510 


Bank 


2,510 


Task 2 


Suspense account 



£ 

£ 

Journal (b) 

400 

Balance b/d 13,510 

Journal (c) 

7,000 


Journal (d) 

3,600 


Journal (e) 

2,510 



13,510 

13,510 
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EMMA & CO 



(a) 


£ 

£ 

(i 

) Debit Suspense account 

Credit VAT (sales tax) control 

380 

380 

(i 

i) Debit Sales 

Credit Suspense account 

870 

870 

(i 

(b) 

ii) Debit Suspense account (5,800 - 5,080) 
Credit Sales ledger control account 

Suspense account 

720 

720 



£ 


£ 

VAT (sales tax) control 

380 

Balance b/d 

230 

Receivables control 

720 

Sales 

870 


1,100 


1,100 
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AAT : ADVANCED BOOKKEEPING 


CHAPTER 14 

THE EXTENDED TRIAL BALANCE - IN ACTION 

47 ETB (1) 


Debit 

Closing inventory - SFP 

£13,400 


Credit 

Closing inventory - SPL 


£13,400 

Debit 

Drawings - SFP 

£600 


Credit 

Purchases - SPL 


£600 

Debit 

Electricity -SPL 

£100 


Credit 

Suspense 


£100 

Debit 

Depreciation expense - SPL 

£3,600 


Credit 

Machinery - Accumulated depreciation - SFP 


£3,600 
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ETB (2) 





Account name 

Ledger balance 

Adjustments 


Dr 

Cr 

Dr 

Cr 

Capital 


108,000 



Drawings 

33,720 




Rent 

13,840 


200 


Purchases 

485,280 




Sales 


685,840 



Sales returns 

1,920 




Purchases returns 


1,008 


400 

Wages 

109,580 




Fixtures and fittings at cost 

32,300 




Accumulated depreciation FF 


17,280 


6,460 

Motor vehicles at cost 

48,640 




Accumulated depreciation MV 

13,390 


7,050 

Bank 


2,538 



Cash 

1,680 




Light and heat 

3,760 




VAT (sales tax) 


7,360 


80 

Inventory at 1 July 20X1 

92,880 




Irrecoverable debts expense 

1,128 




Allowance for doubtful debts 


840 


70 

Receivables (SLCA) 

45,500 




Payables (PLCA) 


40,440 

480 


Sundry expenses 

5,428 




Insurance 

1,040 



140 

Accruals 




200 

Prepayments 



140 


Depreciation expense 



13,510 


Closing inventory - SPL 




94,588 

Closing inventory - SFP 



94,588 


Allowance for doubtful debts 



70 


adjustment 






876,696 876,696 108,988 108,988 


Depreciation expense includes the charge for the year for Fixtures and fittings and Motor 
vehicles 

Fixtures and fittings depreciation = £32,300 x 20% = £6,460 
Motor vehicles depreciation = (£48,640 - 13,390) x 20% = £7,050 
Total depreciation expense = £6,460 + £7,050 = £13,510 
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AAT : ADVANCED BOOKKEEPING 


CHAPTER 3 

CAPITAL AND REVENUE EXPENDITURE 

49 GREEN 
Task 1 


MEMO 


To: 

Hugh Green 

From: 

Accounts Technician 

Subject: 

VAT (sales tax) on motor vehicle purchases 

Date: 

15 April 20X2 


I understand that you require clarification on the rules relating to VAT (sales tax) reclaim in 
respect of motor vehicles. I have detailed the relevant information below: 

The VAT (sales tax) on the purchase of a van is reclaimable from HM Revenue and Customs 
and is therefore input tax to be recorded in the VAT (sales tax) account and set off against 
any output tax due to HM Revenue and Customs. 

However the VAT (sales tax) on cars used within the business is not recoverable from 
HM Revenue and Customs and therefore must be included in the capital cost of the car. 

I hope that this is clear but if you have any further concerns please let me know. 

Task 2 


Motor vehicles at cost 



£ 

£ 

Car - sundry payables 



(15,000 x 1.2) 

18,000 


Van - sundry payables 

12,000 



VAT (sales tax) 



£ 

£ 

Van - sundry payables 



(12,000 x 20%) 

2,400 



Payables 


£ 


£ 


Motor vehicles 

18,000 


Motor vehicles 

12,000 


VAT (sales tax) 

2,400 
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50 BRIONY WOOD PRODUCTS 

EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Motor vehicles 
















Delivery van R674 EYE 

13/7/W8 

12,000.00 



Cash and 



Year ended 31/1/W9 



3,000.00 

9,000.00 

part 



Year ended 31/1/XO 



3,000.00 

6,000.00 

exchange 











Ford Focus 7 BRIONY 

29/1/Xl 

14,400.00 















EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Workbench 

31/3/W6 

1,000.00 



Cash 



Year ended 31/1/W7 



250.00 

750.00 




Year ended 31/1/W8 



187.50 

562.50 




Year ended 31/1/W9 



140.62 

421.88 




Year ended 31/1/XO 



105.47 

316.41 












Sander 

31/3/W6 

2,400.00 



Cash 



Year ended 31/1/W7 



600.00 

1,800.00 




Year ended 31/1/W8 



450.00 

1,350.00 




Year ended 31/1/W9 



337.50 

1,012.50 




Year ended 31/1/XO 



253.13 

759.37 












Lathe 

31/7/W6 

4,480.00 



Cash 



Year ended 31/1/W7 



1,120.00 

3,360.00 




Year ended 31/1/W8 



840.00 

2,520.00 




Year ended 31/1/W9 



630.00 

1,890.00 




Year ended 31/1/XO 



472.50 

1,417.50 
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EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 












Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 












Circular saw 

20/9/W7 

3,375.00 



Cash 



Year ended 31/1/W8 



843.75 

2,531.25 




Year ended 31/1/W9 



632.81 

1,898.44 




Year ended 31/1/XO 



474.61 

1,423.83 












Plane 

15/3/W8 

2,775.00 



Cash 



Year ended 31/1/W9 



693.75 

2,081.25 




Year ended 31/1/XO 



520.31 

1,560.94 












Lathe 

28/1/Xl 

5,599.00 







JOURNAL 


Date Account names and narrative 

29/1/Xl Motor vehicles (14,400 - 4,900) 
Office overheads 
Sundry payables 

Being amount due on purchase of Ford Focus. 
28/1/Xl Workshop equipment 
VAT (sales tax) 

Sundry payables 

Being purchase of woodturning lathe. 


Debit Credit 

£ £ 
9,500.00 
140.00 

9,640.00 

5,599.00 

1,119.80 

6,718.80 
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CHAPTER 4 
DEPRECIATION 

51 ESK 


Machinery at cost 



£ 


£ 

20X1 


20X1 


Jan Machine XXI 

15,000 

June Balance c/d 

15,000 


15,000 


15,000 

1 July XI Balance b/d 

15,000 

20X2 


Sept Machine XX2 

26,000 

June Balance c/d 

41,000 


41,000 


41,000 

1 July X2 Balance b/d 

41,000 

20X3 


Oct Machine XX3 

16,200 

June Balance c/d 

77,200 

20X3 




March Machine XX4 

20,000 




77,200 


77,200 

1 July X3 Balance b/d 

77,200 
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Motor vehicles at cost 




£ 



£ 

20X1 



20X1 



March 

Delivery van 

9,500 

June 

Balance c/d 

9,500 



9,500 



9,500 

1 July XI 

Balance b/d 

9,500 

20X2 



Feb 

Salesman's car 

14,000 

June 

Balance c/d 

57,500 

June 

Director's car 

34,000 






57,500 



57,500 

1 July X2 

Balance b/d 

57,500 




20X3 



20X3 



June X3 

Lorry 

28,700 

June 

Balance c/d 

86,200 



86,200 



86,200 

1 July X3 

Balance b/d 

86,200 





Accumulated depreciation - machinery 




£ 


£ 

20X1 



20X1 


June 

Balance c/d 

3,000 

June (15,000x20%) 

3,000 



3,000 


3,000 

20X2 



20X2 


June 

Balance c/d 

11,200 

Balance b/d 

3,000 




June (41,000x20%) 

8,200 



11,200 


11,200 

20X3 



20X3 





Balance b/d 

11,200 

June 

Balance c/d 

26,640 

June (77,200x20%) 

15,440 



26,640 


26,640 




Balance b/d 

26,640 
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Accumulated depreciation - motor vehicles 




£ 


£ 

20X1 



20X1 


June 

Balance c/d 

2,850 

June (9,500 x 30%) 

2,850 



2,850 


2,850 

20X2 



20X2 


Balance c/d 

19,245 

Balance b/d 

2,850 




June ((57,500 - 2,850) x 30%) 

16,395 



19,245 


19,245 

20X3 



20X3 


Balance c/d 

39,332 

Balance b/d 

19,245 




June ((86,200 - 19,245) x 30%) 

20,087 



39,332 


39,332 




Balance b/d 

39,332 


Depreciation expense - machinery 




£ 


£ 

20X1 



20X1 


June 

Accumulated depn 

3,000 

June Statement of profit or loss 

3,000 

20X2 



20X2 


June 

Accumulated depn 

8,200 

June Statement of profit or loss 

8,200 

20X3 



20X3 


June 

Accumulated depn 

15,440 

June Statement of profit or loss 

15,440 


Depreciation expen 

se - motor vehicles 




£ 


£ 

20X1 



20X1 


June 

Accumulated depn 

2,850 

June Statement of profit or loss 

2,850 

20X2 



20X2 


June 

Accumulated depn 

16,395 

June Statement of profit or loss 

16,395 

20X3 



20X3 


June 

Accumulated depn 

20,087 

June Statement of profit or loss 

20,087 
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52 RAMSAY WOOD PRODUCTS 

EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Motor vehicles 
















Delivery van R674 EYE 

13/7/W8 

12,000.00 



Cash and 



Year ended 31/1/W9 



3,000.00 

9,000.00 

part 



Year ended 31/1/XO 



3,000.00 

6,000.00 

exchange 



Year ended 31/1/Xl 



3,000.00 

3,000.00 




Ford Focus 7 Ramsay 

29/1/Xl 

14,100.00 



Cash 



Year ended 31/1/Xl 



3,525.00 

10,575.00 













EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Workbench 

31/3/W6 

1,000.00 



Cash 



Year ended 31/1/W7 



250.00 

750.00 




Year ended 31/1/W8 



187.50 

562.50 




Year ended 31/1/W9 



140.63 

421.87 




Year ended 31/1/XO 



105.47 

316.40 




Year ended 31/1/Xl 



79.10 

237.30 




Sander 

31/3/W6 

2,400.00 



Cash 



Year ended 31/1/W7 



600.00 

1,800.00 




Year ended 31/1/W8 



450.00 

1,350.00 




Year ended 31/1/W9 



337.50 

1,012.50 




Year ended 31/1/XO 



253.13 

759.37 




Year ended 31/1/Xl 



189.84 

569.53 




Lathe 

31/7/W6 

4,480.00 



Cash 



Year ended 31/1/W7 



1,120.00 

3,360.00 




Year ended 31/1/W8 



840.00 

2,520.00 




Year ended 31/1/W9 



630.00 

1,890.00 




Year ended 31/1/XO 



472.50 

1,417.50 




Year ended 31/1/Xl 



354.38 

1,063.12 
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EXTRACTS FROM NON-CURRENT ASSET REGISTER 


Description/serial no 

Date 

acquired 

Original 

cost 

£ 

Depreciation 

£ 

Carrying 

amount 

£ 

Funding 

method 

Disposal 

proceeds 

£ 

Disposal 

date 

Workshop equipment 
















Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



224.86 

674.58 




Year ended 31/1/Xl 



168.65 

505.93 




Workbench 

19/5/W7 

1,599.00 



Cash 



Year ended 31/1/W8 



399.75 

1,199.25 




Year ended 31/1/W9 



299.81 

899.44 




Year ended 31/1/XO 



244.86 

674.58 




Year ended 31/1/Xl 



168.65 

505.93 




Circular saw 

20/9/W7 

3,375.00 



Cash 



Year ended 31/1/W8 



843.75 

2,531.25 




Year ended 31/1/W9 



632.81 

1,898.44 




Year ended 31/1/XO 



474.61 

1,423.83 




Year ended 31/1/Xl 



355.96 

1,067.87 












Plane 

15/3/W8 

2,775.00 



Cash 



Year ended 31/1/W9 



693.75 

2,081.25 




Year ended 31/1/XO 



520.31 

1,560.94 




Year ended 31/1/Xl 



390.23 

1,170.71 




Lathe 

28/1/Xl 

5,599.00 



Cash 



Year ended 31/1/Xl 



1,399.75 

4,199.25 





Calculation of depreciation charge on motor vehicles 

£3,000+ £3,525 = £6,525 


Calculation of depreciation charge on workshop equipment 

£79.10 + 189.84 + 354.38 + 168.65 + 168.65 + 355.96 + 390.23 + 1,399.75 = £3,106.56 
Calculation of depreciation charge on office equipment 

Depreciation for the year to 31 January 20X1: £6,560.75 x 20% = £1,312.15 
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AAT : ADVANCED BOOKKEEPING 


JOURNAL 

Date Account names and narrative Debit Credit 

£ £ 

31/1/Xl Depreciation charge - motor vehicles 6,525.00 

Accumulated depreciation - motor vehicles 6,525.00 

Being depreciation charge for motor vehicles for the year ending 31 January 20X1. 

31/1/Xl Depreciation charge-workshop equipment 3,106.56 

Accumulated dep'n - workshop equipment 3,106.56 

Being depreciation charge for workshop equipment for the year ending 31 January 20X1. 
31/1/Xl Depreciation charge - office equipment 1,312.15 

Accumulated depreciation - office equipment 1,312.15 

Being depreciation charge for office equipment for the year ending 31 January 20X1. 
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DISPOSAL OF CAPITAL ASSETS 


53 DISPOSAL (1) 


(a) 


Plant and machinery at cost 




£ 



£ 

20X2 



20X2 



1 Jan 

Machine DC4 

24,000 

30 June 

Balance c/d 

24,000 



24,000 



24,000 

1 July 

Balance b/d 

24,000 




1 July 

Machine GE3 

32,000 




20X3 



20X3 



31 Jan 

Machine HL8 

55,000 

30 June 

Balance c/d 

111,000 



111,000 



111,000 

1 July 

Balance b/d 

111,000 

31 July 

Disposal DC4 

24,000 

31 July 

Machine DC5 

28,000 

31 Dec 

Disposal GE3 

32,000 

31 Dec 

Machine KR6 

30,000 




20X4 



20X4 






30 June 

Balance c/d 

113,000 



169,000 



169,000 

1 July 

Balance b/d 

113,000 
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Accumulated depreciation 



£ 


£ 

20X2 


20X2 




30 June Depreciation DC4 


30 June Balance c/d 

4,000 

(24,000-4,000/5) 

4,000 


4,000 


4,000 



Uuly Balance b/d 

4,000 

20X3 


20X3 




30 June Depreciation DC4 

4,000 



GE3 (32,000-2,000/8) 

3,750 

30 June Balance c/d 

21,750 

HL8 (55,000-5,000/5) 

10,000 


21,750 


21,750 



20X3 1 July Balance b/d 

21,750 

20X4 


20X4 




30 June Depreciation HL8 

10,000 

31 July Disposal DC4 

8,000 

DC5 (28,000 - 8,000/4) 

5,000 

31 Dec Disposal GE3 

3,750 

KR6 (30,000-1,500/6) 

4,750 

20X4 




30 June Balance c/d 

29,750 




41,500 


41,500 



20X4 1 July Balance b/d 

29,750 
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Disposal account - DC4 



£ 


£ 

20X3 


20X3 


31 July Cost 

24,000 

31 July Accumulated depn 

8,000 



31 July Part exchange 

12,000 

20X4 


20X4 




30 June Loss on disposal 

4,000 


24,000 


24,000 


Disposal account - GE3 



£ 



£ 

20X3 


20X3 



31 Dec Cost 

32,000 

31 Dec 

Accumulated depn 

3,750 



31 Dec 

Bank 

20,000 

20X4 


20X4 





30 June 

Loss on disposal 

8,250 


32,000 



32,000 

Statement of financial position extracts 





Cost 

Accumulated depreciation 

Carrying amount 


£ 


£ 

£ 

30 June 20X2 





Plant and machinery 

24,000 


4,000 

20,000 

30 June 20X3 





Plant and machinery 

111,000 


21,750 

89,250 

30 June 20X4 





Plant and machinery 

113,000 


29,750 

83,250 


KAPLAN PUBLISHING 


159 



AAT : ADVANCED BOOKKEEPING 


54 AVERILL LTD 


Motor vehicles at cost 




£ 



£ 

1 Oct 



24 Apr 



20X2 

Balance b/d 

10,000 

20X3 

Disposal (MV05) 

4,000 

31 Jan 



30 Sep 



20X3 

Cash (MV11) 

9,000 

20X3 

Balance c/d 

15,000 



19,000 



19,000 

1 Oct 



31 Aug 



20X3 

Balance b/d 

15,000 

20X4 

Disposal (MV11) 

9,000 

20 Feb 



30 Sep 



20X4 

Cash (MV12) 

12,000 

20X4 

Balance c/d 

32,000 

31 Aug 






20X4 

Disposal - trade- in 

7,400 





Cash (MV13) 

6,600 






41,000 



41,000 

1 Oct 






20X4 

Balance b/d 

32,000 





Accumulated for depreciation of motor vehicles 




£ 



£ 

24 Apr 



1 Oct 



20X3 

Disposal (Wl) 

2,312 

20X2 

Balance b/d 

4,000 

30 Sep 



30 Sep 



20X3 

Balance c/d 

5,016 

20X3 

Charge for year (W2) 

3,328 



7,328 



7,328 

31 Aug 



1 Oct 



20X4 

Disposal (W3) 

2,250 

20X3 

Balance b/d 

5,016 

30 Sep 



30 Sep 



20X4 

Balance c/d 

10,074 

20X4 

Charge for year (W4) 

7,308 



12,324 



12,324 




1 Oct 






20X4 

Balance b/d 

10,074 
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Disposal of motor vehicles 



£ 



£ 

24 Apr 


24 Apr 



20X3 Motor vehicle cost 

4,000 

20X3 

Provision for 





depreciation (Wl) 

2,312 



24 Apr 

20X3 

30 Sep 

Cash 

500 



20X3 

Loss to SPL 

1,188 


4,000 



4,000 

31 Aug 


31 Aug 



20X4 Motor vehicle cost 

9,000 

20X4 

Accumulated 





depreciation (W3) 

2,250 

30 Sep 


31 Aug 



20X4 Profit to SPL 

650 

20X4 

Trade-in allowance 

7,400 


9,650 



9,650 

Workings 





(Wl) MV05 



£ 


30 September 20X0 

£4,000 x 25% 

1,000 


30 September 20X1 

£3,000 x 25% 

750 


30 September 20X2 

£2,250 x 25% 

562 





2,312 


(W2) 30 September 20X3 

Depreciation charge 




Policy is 25% on carrying amount. 

Carrying amount = Cost-accumulated depreciation 
= £15,000-(4,000-2,312) 

= £13,312 

Depreciation = £3,328 

(W3) MV 11 accumulated depreciation up until disposal 
One year 25% on carrying amount. 

£9,000 x 25% = £2,250 
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AAT : ADVANCED BOOKKEEPING 


(W4) 30 September 20X4 Depreciation charge 

Same policy as before. 

Carrying amount = £32,000 - (£5,016 - £2,250) 

Carrying amount = £29,234 

Depreciation = £7,308 
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55 ENZO LTD 




£ 

£ 

1 

Dr Disposal account 

24,000 



Cr NC asset cost account 


24,000 

2 

Dr Accumulated depreciation 

14,800 



Cr Disposal account 


14,800 

3 

Dr NC asset 

Dr VAT 

Cr Trade payables 

35,750 

7,150 

42,900 

4 

Dr Trade payables 

Cr VAT 

Cr NC asset disposals 

6,000 

1,000 

5,000 

5 

Dr Trade payables 

Cr Cash 

36,900 

36,900 


Disposal of non-current asset 


Asset cost 

24,000 

Accum dep'n 

14,800 



Part ex value 

5,000 



Loss on disposal 

4,200 


24,000 


24,000 
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AAT : ADVANCED BOOKKEEPING 


CHAPTER 9 

IRRECOVERABLE AND DOUBTFUL DEBTS 

56 PETER BARRETT 

(a) Receivables account 


£ 

20X0 

31 Dec Sales 77,900 

£ 

20X0 

31 Dec Bank 69,800 

31 Dec Balance c/d 8,100 

77,900 

77,900 

20X1 

lJan Balance b/d 8,100 

31 Dec Sales 98,500 

20X1 

31 Dec Bank 92,100 

31 Dec Irrecoverable debts 500 

31 Dec Balance c/d 14,000 

106,600 

106,600 

20X2 

lJan Balance b/d 14,000 

31 Dec Sales 105,400 

20X2 

31 Dec Bank 98,400 

31 Dec Irrecoverable debts 240 

31 Dec Balance c/d 20,760 

119,400 

119,400 

20X3 

lJan Balance b/d 20,760 
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Allowance for doubtful debts 




£ 


£ 

20X0 



20X0 


31 Dec 

Balance c/d 

162 

31 Dec Allow for DD adj. 

162 


- 


(8,100x2%) - 


20X1 



20X1 


31 Dec 

Balance c/d 

420 

lJan Balance b/d 

162 




31 Dec Allow for DD adj. 





((14,000x3%)-162) 

258 



420 

420 

20X2 



20X2 


31 Dec 

Balance c/d 

1,360 

lJan Balance b/d 

420 




31 Dec Allow for DD adj. (W) 

940 



1,360 

1,360 




20X3 





lJan Balance b/d 

1,360 


Irrecoverable debts expense 




£ 


£ 

20X1 



20X1 


31 Dec 

Receivables 

500 

31 Dec Stmt of profit or loss (SPL) 

500 



500 

500 

20X2 



20X2 


31 Dec 

Receivables 

240 

31 Dec Bank-irrecoverable debt 





recovered 

500 

31 Dec 

Stmt of profit or loss (SPL) 

260 





500 

500 


Allowance for doubtful c 

Jebts adjustment 




£ 



£ 

20X0 



20X0 



31 Dec 

Allowance 

162 

31 Dec 

Stmt of profit or loss (SPL) 

162 

20X1 



20X1 



31 Dec 

Allowance 

258 

31 Dec 

Stmt of profit or loss (SPL) 

258 



258 



258 

20X2 



20X2 



31 Dec 

Allowance 

940 

31 Dec 

Stmt of profit or loss (SPL) 

940 



940 



940 
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Working 

20X2 Doubtful debt allowance 

£ 

Receivables 20,760 

Less: specific allowance (760) 


20,000 

General allowance (20,000 x 3%) 600 

Specific allowance 760 


Total allowance 1,360 

Opening allowance (420) 


Increase in allowance 940 


(b) Year ending 31 December 20X0 

Statement of profit or loss account extract 
Allowance for doubtful debts adjustment £162 

Statement of financial position extract 

£ 

Receivables 8,100 

Less: allowance (162) 


7,938 

Year ending 31 December 20X1 
Statement of profit or loss account extract 

£ 

Irrecoverable debts expense 500 

Allowance for doubtful debts adjustment 258 

Statement of financial position extract 

£ 

Receivables 14,000 

Less: allowance (420) 


13,580 
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Year ending 31 December 20X2 
Statement of profit or loss account extract 

Irrecoverable debts expense 
Allowance for doubtful debts adjustment 

Statement of financial position extract 

Receivables 
Less: allowance 


£ 

260 CR 
940 


£ 

20,760 

(1,360) 


19,400 
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AAT : ADVANCED BOOKKEEPING 


57 IRD 


(a) 


Allowance for doubtful debts 


20X1 


£ 

20X1 


£ 




01.01 

Balance b/d 

1,000 

31.12 

Balance c/d (W2) 

1,470 

31.12 

SPL (balancing figure) 

470 



1,470 



1,470 

20X2 



20X2 



31.12 

SPL (balancing figure) 

520 

01.01 

Balance b/d 

1,470 

31.12 

Balance c/d (W3) 

950 






1,470 



1,470 




20X3 






01.01 

Balance b/d 

950 


Workings 


(Wl) 


Sales ledger control account 


20X1 


£ 

20X1 


£ 

01.01 

Balance b/d 


31.12 

Cash receipts 

80,000 


(£1,000 x TQ0) 

20,000 

31.12 

Irrecoverable debts 

600 

31.12 

Sales 

90,000 

31.12 

Balance c/d 

29,400 



110,000 



110,000 

20X2 



20X2 



01.01 

Balance b/d 

29,400 

31.12 

Cash receipts 

110,000 

31.12 

Sales 

100,000 


Irrecoverable debts 

400 




31.12 

Balance c/d 

19,000 



129,400 



129,400 


(W2) The closing balance on receivables is £29,400 (Wl). Therefore the closing provision 
should be: 


£29,400 x 5% = £1,470 

(W3) The closing balance on receivables is £19,000 (Wl). Therefore the closing provision 
should be: 


£19,000 x 5% = £950 

(b) The balance on the allowance for DD account is not a liability. It is a reduction in the 
asset (receivables) to recognise the cost of debts that may not be collected. 
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CHAPTER 10 

CONTROL ACCOUNT RECONCILIATIONS 

58 ROGER 


Sales ledger control account 

20X7 


£ 

20X7 


£ 

01 Sep 

Balance b/d 

188,360 

01 Sep 

Balance b/d 

2,140 

30 Sep 

Sales 


30 Sep 

Sales returns 

9,160 


(101,260 + 1,360) (ii) 

102,620 


Cash received 

91,270 


Cash refunds 

300 


Cash discounts 

1,430 


Petty cash refund (iii) 

20 


Irrecoverable debts written off 460 


Balance c/d (Wl) 

3,320 


Contras (480 + 500) 

980 





Balance c/d 

189,180 



294,620 



294,620 


Purchases ledger c 

1 

ontrol account 


20X7 


£ 

20X7 


£ 

01 Sep 

Balance b/d 

120 

01 Sep 

Balance b/d 

89,410 

30 Sep 

Purchases returns 

4,280 

30 Sep 

Purchases 






(68,420-1,360) (ii) 

67,060 


Cash to suppliers 

71,840 


Balance carried down 

90 


Cash discounts 

880 





Contras (480 + 500) 

980 





Balance carried down 

78,460 






156,560 



156,560 

(Wl) Sales ledger credit balances 



£ 


Draft closing balance 



1 

3,360 


Wrong way adjustment of £20 refund 


(40) 






3,320 
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AAT : ADVANCED BOOKKEEPING 


59 ZETA 

(a) Journals 

Dr 

£ 

(i) Zeta Ltd purchase ledger control 1,080 

Zeta Ltd sales ledger control 

(Being contra settlement) 

(ii) Irrecoverable debts expense 3,590 

Sales ledger control 

(Being irrecoverable debts written off) 

(iii) Allowance for doubtful debts adjustment (5,200 - 3,060) 2,140 
Allowance for doubtful debts 

(Being an increase in the allowance for doubtful debts) 

(iv) Vau Ltd sales ledger 200 

Tau Ltd sales ledger 

(Being correction of misposted cash receipt) 


Receivables 

£ 

Sales ledger balance 

384,600 

Contra settlement (i) 

(1,080) 

Irrecoverable debt write offs (ii) 

(3,590) 


379,930 

Less Allowance for doubtful debts (iii) 

(5,200) 

Receivables 

374,730 


Cr 

£ 

1,080 


3,590 


2,140 


200 
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CHAPTER 11 

BANK RECONCILIATIONS 

60 BANK REC (5) 


Cash book 


Original balance per cash book 

£ 

93,521 

Casting error in account 
Correct balance c/d 

£ 

270 

93,251 


93,521 


93,521 

Balance b/d 

Transposition error in cheque 351 

Dividends received 

93,251 

360 

321 

Bank charges 

Bank interest 

Balance c/d 

650 

62 

93,220 


93,932 


93,932 

Balance b/d 

93,220 




Bank reconciliation at 31 May 20X1 


Balance per bank statement 
Cheques not yet presented Number 

354 

356 

358 

359 

360 

362 

363 

364 


£ £ 

95,079 

1,542 

615 

790 

1,776 

35 

5,672 

327 

1,229 


(11,986) 


Receipts not yet cleared 


83,093 

14 May 20X1 9,993 

29 May 20X1 134 


10,127 


Adjusted balance per cash book (see above) 93,220 
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AAT : ADVANCED BOOKKEEPING 


61 BANK REC (6) 

(a) 



£ 

£ 

Opening balance as per bank statement 

Less: Unpresented cheques 


8,700 

704182 

290 


704183 

200 


704184 

310 



(800) 


Opening balance as per cash book 7,900 


(b) 


Bank account 



£ 


£ 

BACS credit 

125 

Balance b/d 

2,135 

Updated balance c/d 

3,950 

Bank charges 

140 



Standing order 

1,600 



Cash withdrawal 

200 


4,075 


4,075 


(c) Automania Ltd 

Bank reconciliation as at 28 May 20X9 


£ £ 


Balance in hand as per bank statement 

Less: Unpresented cheques 


1,370 

P Curtis 

189 

395 


K Fabrications 

190 

1,880 


Auto Parts 

191 

4,200 



(6,475) 


(5,105) 

Add: Outstanding credits 

Halliwells 685 

Reece Motors 470 


1,155 


Overdrawn balance as per updated cash book (3,950) 
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CHAPTER 12 

ACCRUALS AND PREPAYMENTS 

62 CHROME 

(a) Rent account 




£ 



£ 

20X1 



20X1 



1 July 

Reversal of prepaid expenses 





(5,100 x 1/3) 

1,700 




1 Aug 

Bank 

5,100 




1 Nov 

Bank 

6,000 

20X2 



20X2 



30 June 

SPL 

22,800 

1 Feb 

Bank 

6,000 

30 June 

Prepaid expenses 


1 May 

Bank 

6,000 


(6,000 x 1/3) 

2,000 



24,800 



24,800 

1 July 

Reversal of prepaid expenses2,000 






Electricity 

account 





£ 



£ 

20X1 



20X1 






lJuly 

Reversal of accrued expenses 320 

20X2 



20X2 



30 June 

Bank 

1,340 

30 June 

Statement of profit or loss 

1,350 

30 June 

Accrued expenses (180 + 

150) 330 






1,670 



1,670 




lJuly 

Reversal of accrued expenses 330 


Insurance account 




£ 


£ 

20X1 



20X1 


lJuly 

Reversal of prepaid expensesl,000 



20X2 



20X2 


1 March Bank 

1,800 

30 June Statement of profit or loss 

1,600 




30 June Prepaid expenses 





(1,800 x 8/12) 

1,200 



2,800 


2,800 

lJuly 

Reversal of prepaid expensesl,200 
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Rent 

Due to the timing of the payments and the payments being in advance, at the beginning 
of the year (1 July 20X1)- there was an opening prepayment of £1,700. This is part of the 
payment of £5,100 made in the prior year (on 1 May 20X1) which related to the 3 months 
to 31 July 20X1. An opening prepayment is where we have paid for an expense in advance 
of the period to which it relates - it is not recognised as an expense in the year in which it 
is paid, but adjusted for as a closing prepayment. It is referred to as a reversal. As we are 
preparing the account for the year the rent relates to, the expense is now recognised. 

The payments made on 1 August 20X1, 1 November 20X1 and 1 February 20X2 all related 
to months within our financial year end. It is important to remember though that for the 
payments from 1 November 20X1 the expense for the quarter increased to £6,000. 

The payment on 1 May 20X2 relates to the 3 months to 31 July 20X2. As our financial year 
end is 30 June 20X2 we have prepaid 1 months' worth of the 3 month payment. This 
amount (£6,000 x 1/3) needs to be adjusted for as a closing prepayment. 

Electricity 

An opening accrual is an expense relating to and recognised in the prior year that is being 
paid in the current year. The £1,340 paid during the year would have included a payment 
for the £320 opening accrual. The payment made must be reduced by the opening 
accrual when recording the expense for the year. Payments for electricity up to 30 April 
20X2 were recorded and as our year end is 30 June 20X2 we must accrue for the 
estimated electricity usage for the months of May and June 20X2. 

Insurance 

The payment made on 1 March 20X1 for £1,500 related to the year from 1 March 20X1 to 
28 February 20X2; 8 months of this payment relate to the current financial year. 
Consequently, at the beginning of the current financial year there was an opening 
prepayment of £1,000 (£1,500 x 8/12). This must be recognised in the current year's 
expense as it is the current year to which it relates. 

The payment made on 1 March 20X2 for £1,800 relates to the year from 1 March 20X2 to 
28 February 20X3. Therefore during our current financial year we have paid for 4 months 
that relate to the year to 30 June 20X2 and 8 months which relate to the next financial 
year. We must adjust for a closing prepayment of £1,200 (£1,800 x 8/12). 

(b) Statement of profit or loss for the year ending 30 June 20X2 - extract 

Expenses: £ 

Rent 22,800 

Electricity 1,350 

Insurance 1,600 

Statement of financial position as at 30 June 20X2 - extract 

Prepayment - rent 2,000 

Prepayment - insurance 1,200 

Accrual - electricity 330 
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63 KARACHI LTD 


(a) Rent and rates account 




£ 


£ 

1 Jan 

Reversal of prepaid expensel20 

1 Jan 

Reversal of accrued expense800 

31 Dec 

Rates payment 

1,080 



31 Dec 

Rent payment 

6,000 

31 Dec 

SPL 6,860 

31 Dec 

Rent accrual 

600 

31 Dec 

Rates prepayment 140 



7,800 


7,800 

1 Jan 

Reversal of prepaid expensel40 

1 Jan 

Reversal of accrued expense600 


Rental income account 


£ 



£ 


1 Jan 

Reversal of prepaid income 




(600 x 1/3)200 


1 Feb 

Bank 

600 

31 Dec SPL 2,800 

1 May 

Bank 

750 

31 Dec Prepaid income (750 x 1/3) 250 

1 Aug 

Bank 

750 


1 Nov 

Bank 

750 

3,050 







3,050 


1 Jan 

Prepayment 

250 


Rent and rates 


The question provides us with details of opening and closing prepayments and accruals 
for rates and rent which need to be reversed. 

The expense account has been combined for both rent and rates so we are dealing with 
opening and closing prepayments and accruals within one ledger account. 

The opening prepayment for rates is a balance that was paid in the prior financial year 
but which relates to the current year. Therefore we need to recognise this amount as part 
of the expense for the year. The closing prepayment for rates is a balance that we have 
paid in the current financial year but which relates to the following year. The payment 
must be reduced by this amount when recording the expense for the year. 

The opening accrual for rent is a balance that was incurred and also recognised in the 
prior financial year but which is being paid in the current year. We must not recognise the 
opening accrual as part of this year's rent, therefore the payment made must be reduced 
by this amount when recording the expense for the year. The closing accrual for rent is a 
balance that was incurred during this year but which will not be paid until the next year. 
We must recognise the closing accrual balance as part of the current year's expense. 
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Rental income 

Karachi Ltd receives rental income in advance for a 3 month period. At the beginning of 
the current financial year 1 January 20X3 there would have been an opening prepaid 
income balance which needs to be reversed. Prepaid income is where income is received 
prior to it being earned. As the last payment before the year-end was on 1 November 
20X2 for 3 months to 31 January 20X3, 1 month should be accounted for as opening 
prepaid income. Opening prepaid income is whereby the income was received in the 
prior period but it relates to the current year and therefore it needs to be recognised in 
the current year. 

The receipts from rental income on 1 February 20X3, 1 May 20X3 and 1 August 20X3 were 
made and relate to the current financial year. However the receipt on 1 November 20X3 
is for the 3 months to 31 January 20X4 and therefore we have a closing prepaid income 
balance relating to the month of January 20X4, we received the income for it within our 
current year but we do not earn it until January which is in the following year. 

(b) Statement of profit or loss account for the year ending 31 December 20X3 - extract 

£ 

Sundry income - rental income 2,800 

Expenses - rent and rates (6,860) 

Statement of financial position as at 31 December 20X3 - extract 

£ 

Prepayment - rates 140 

Accrual-rent (600) 

Prepaid income - rental income (250) 
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CHAPTER 13 

SUSPENSE ACCOUNTS AND ERRORS 

64 HG COMPUTERS 
Task 1 


Description 

Dr 

£ 

Cr 

£ 

Sales 


564,123 

Purchases 

357,854 


Inventory at 1 November 20X1 

43,580 


Discount allowed 

6,905 


Discount received 


4,890 

Salaries and wages 

85,900 


General expenses 

65,264 


Irrecoverable debts 

820 


Computer equipment at cost 

19,800 


Accumulated depreciation, computer 


6,600 

Motor van at cost 

12,500 


Accumulated depreciation, motor van 


7,500 

Sales Ledger control account 

42,530 


Purchases Ledger control account 


36,890 

Allowance for doubtful debts 


1,004 

Bank 


3,456 

Cash 

250 


VAT (sales tax) 


8,500 

Drawings 

12,000 


Capital 


15,500 

Suspense 

1,060 





TOTAL 

648,463 

648,463 
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Task 2 


JOURNAL 



Dr 

Cr 


£ 

£ 

(a) Closing inventory-SFP 

38,540 


Closing inventory - SPL 


38,540 

(b) Depreciation expense 

6,900 


Accumulated depreciation, computer 


4,400 

Accumulated depreciation, motor van 


2,500 

(c) Discount allowed 

68 


Discount received 


68 

(d) Irrecoverable debts 

330 


Sales ledger control account 


330 

(e) Allowance for doubtful debts 

160 


Allowance for doubtful debts adjustment 


160 


Workings 

£ 


(b) Depreciation: 

Computer - (19,800 - 6,600) x 331 % 4,400 

Motor van-12,500x 20% 2,500 


6,900 


(e) Allowance for doubtful debts: 

SLCA as per trial balance 42,530 

Less irrecoverable debt 330 


Outstanding receivables 42,200 


Allowance for doubtful debts @ 2% 844 

Allowance as per trial balance 1,004 


Reduction in allowance 


160 


Task 3 


Suspense account 



£ 


£ 

Opening balance 

1,060 

Error (b) payables control account 

900 

Error (a) sales 

1,200 

Error (c) payables control account 

1,360 


2,260 


2,260 
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65 BK 


Suspense account 



£ 


£ 

Per TB 

56,717 

Sales returns (i) 

8,980 

Discount received (iii) 

919 

Purchase returns (i) 

8,980 



Discount allowed (iii) 

836 



Insurance (iv) 

580 



Telephone (perTB) (v) 

38,260 


57,636 


57,636 


Journal entries 


Journal entries 

Dr Cr 

£ £ 

(i) Sales returns 8,980 

Suspense 8,980 

Purchases returns account 8,980 

Suspense 8,980 

(ii) Plant at cost 9,600 

Plant repairs 9,600 

Depreciation expense (SPL) 960 

Plant - Accumulated depreciation (SFP) 960 

(Depreciation = (£9,600 x 20%) x 6/12) 

(iii) Discount allowed 836 

Suspense 836 

Suspense 919 

Discount received 919 

(iv) Insurance 580 

Suspense 580 

(v) Telephone expense (per TB) 38,260 

Suspense 38,260 
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CHAPTER 14 

THE EXTENDED TRIAL BALANCE - IN ACTION 

66 ETB (3) 



Trial balance 

Adjustments 

SPL 

SFP 



Dr 

Cr 

Dr 

Cr 

Dr Cr 

Dr 

Cr 


£ 

£ 

£ 

£ 

£ £ 

£ 

£ 

Capital 


40,000 





40,000 

Plant and machinery 








at cost 

84,000 





84,000 


Accumulated depreciation 

22,000 


6,000 



28,000 

Drawings 

13,000 


1,000 



14,000 


Inventory 

10,000 


12,000 

12,000 

10,000 12,000 

12,000 


Allowance for doubtful 








debts 


1,000 


300 



1,300 

Rent 

8,000 


600 


8,600 



Sales returns 

400 




400 



Bank 


2,000 





2,000 

Irrecoverable debts 

500 


300 


800 



Insurance 

2,400 



400 

2,000 



VAT (sales tax) 


3,000 





3,000 

Depreciation expense 



6,000 


6,000 



Suspense 

1,000 



1,000 




Accruals 




600 



600 

Prepayments 



400 



400 



180 


KAPLAN PUBLISHING 



ANSWERS 


67 ETB (4) 


DESCRIPTION 

LEDGER BALANCE 

ADJUSTMENTS 


Dr 

Cr 

Dr 

Cr 


£ 

£ 

£ 

£ 

Capital 


150,750 



Sales 


757,210 



Sales returns 

2,850 




Purchases 

439,400 




Purchases returns 


5,090 



Inventory at 1 June 20X0 

112,410 




Rent 

71,500 


6,500 


Wages 

185,400 




Insurance 

6,900 




Motor expenses 

10,790 




Motor vehicles (MV) at cost 

101,850 




Accumulated depreciation (MV) (W) 


38,150 


9,555 

Fixtures and Fittings (F&F) at cost 

31,300 




Accumulated depreciation (F&F) (W) 


6,330 


6,260 

Drawings 

31,000 




Irrecoverable debts 

2,500 




Allowance for doubtful debts (78,780 x 5% - 6,050) 


6,050 

2,111 


Receivables (SL) control account 

78,780 




Payables (PL) control account 


38,220 



Bank 

5,680 




VAT (sales tax) 


8,800 



Bank loan 


60,000 



Bank interest 

3,750 


750 


Suspense 


13,510 



Depreciation (W) 



15,815 


Closing inventory - SPL 




98,400 

Closing inventory - SFP 



98,400 


Allowance for doubtful debts - adjustment (78,780 
x 5% - 6,050) 




2,111 

Loan interest owing (60,000 x 7.5% - 3,750) 




750 

Other accruals ((6,500 x 12) - 71,500) 




6,500 

TOTALS 

1,084,110 

1,084,110 

123,576 

123,576 


Working 


£ 

Depreciation 

Motor vehicles (101,850 - 38,150) x 15% 9,555 

Fixtures and fittings (31,300 x 20%) 6,260 


15,815 
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68 KELLY 


KW Enterprise 

Trial balance as at 31 October 20X1 


DESCRIPTION 

LEDGER BALANCE 

ADJUSTMENTS 


Dr 

Cr 

Dr 

Cr 


£ 

£ 

£ 

£ 

Capital 


61,280 



Sales 


487,360 



Sales returns 

8,900 




Purchases (W3) 

286,330 


2,000 


Purchases returns 


650 



Inventory at 1 November 20X0 

25,870 




Rent (W2) 

33,000 


3,000 


General expenses 

87,700 




Motor expenses 

28,540 




Irrecoverable debts 

1,220 


300 


Allowance for doubtful debts (W5) 


3,200 

950 


Motor vehicles (MV) at cost 

36,000 




Accumulated depreciation (MV) (Wl) 


19,560 


4,110 

Fixtures and fittings (F&F) at cost 

57,020 




Accumulated depreciation (F&F) (Wl) 


34,580 


8,553 

Drawings 

30,000 




Receivables (SL) control account 

56,550 



300 

Payables (PL) control account (W3) 


31,500 


2,400 

Bank 


2,700 



VAT (sales tax) (W3) 


10,070 

400 


Suspense 


230 



Depreciation (Wl) 



12,663 


Allowance for doubtful debts - adjustment (W5) 




950 

Closing inventory - SPL (W4) 




29,665 

Closing inventory - SFP (W4) 



29,665 


Accruals (W2) 




3,000 

TOTALS 

651,130 

651,130 

48,978 

48,978 


Workings 

(Wl) Depreciation 

£ 

Motor vehicles ((36,000 - 19,560) x 25%) 4,110 

Fixtures and fittings (57,020 x 15%) 8,553 

12,663 
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(W2) Rent accrual 




£ 


Rent for year (£3,000 x 12) 

36,000 


Rent paid 

33,000 


Rent accrual 

3,000 


(W3) Missing invoice 




£ 

£ 

Debit Purchases 

2,000 


VAT (sales tax) 

400 


Credit Payables control 


2,400 

(W4) Closing inventory 




£ 

£ 

Inventory as valued 


30,040 

Adjustment for carpet 



Cost 

625 


Net realisable value (300 - 50) 

250 

(375) 



29,665 

(W5) Receivables 




£ 


Allowance required 



(56,550-300) x 4% 

2,250 


Opening allowance 

3,200 


Reduction in allowance 

950 



£ 

£ 

Irrecoverable debt write off 



Debit Irrecoverable debts (SPL) 

300 


Credit Receivables (SL) control 


300 

Reduction in allowance for doubtful debt 



Debit Allowance for doubtful debt 

950 


Credit Allowance for doubtful debts adjustment (SPL) 

950 
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